LPC-MAIN 


VU^RICAN 
HENT  TRUSTS 

FOWLER  JR. 


LP9-PiaF 
U.B.C.  LIBRARY 


THE  LIBRARY 


THE  UNIVERSITY  OF 
BRITISH  COLUMBIA 


AMERICAN 
INVESTMENT     TRUSTS 


.  .  .  I  thank  my  fortune  for  it, 
My  ventures  are  not  in  one  bottom  trusted, 
Nor  to  one  place;  nor  is  my  whole  estate 
Upon  the  fortune  of  this  present  year. 

— The  Merchant  of  Venice, 


AMERICAN 
INVESTMENT    TRUSTS 


BY 
JOHN    FRANCIS    FOWLER,    JR. 

VICE  PRESIDENT  AND  DIRECTOR,  AMERICAN  TRUSTEE  SHARE  CORPORATION 

MANAGER,  STATISTICAL  DEPARTMENT 

THROCKMORTON  &*  COMPANY 


WITH  AN  INTRODUCTION 
BY 

JOHN    MOODY 

PRESIDENT.  MOODY'S  INVESTORS  SERVICE 


HARPER  &  BROTHERS  PUBLISHERS 
NEW  YORK  AND  LONDON 


AMERICAN   INVESTMENT   TRUSTS 

COPYRIGHT,   1928,  BY  HARPER   &*   BROTHERS 
PRINTED   IN   THE   U.  S.  A. 

G-D 

▼ 


TO 

F.  S.  F. 


PREFACE 

The  present  volume  undertakes  to  discuss  the  theory  and 
practice  of  American  investment  trusts.  While  written 
primarily  from  a  professional  point  of  view,  it  has  been 
designed  also  for  consumption  by  the  general  investor. 

The  American  investment  trust  movement  has  attained 
billion  dollar  dimensions;  it  bids  fair  to  grow  astonishingly, 
and  is  fraught  with  large  possibilities — for  both  good  and 
evil.    In  spite  of  the  fact  that  the  limelight  of  publicity  has 
been  turned  on  the  movement,  woeful  misunderstanding  per- 
sists as  to  many  phases.    Recent  experience  with  investment 
trusts  in  America  has,  moreover,  for  the  first  time  produced 
much  of  the  data  needed  for  critical  study.    For  these  reasons, 
it  is  believed  that  the  present  discussion  should  prove  timely. 
In  the  investment  trust,  these  people  have  a  direct  interest : 
The  investor,  as  purchaser  of  investment  trust  securities. 
The  investment  banker,  because  the  investment  trust  offers 
an  opportunity  for  his  services  as  organizer,  manager, 
distributor;  possibly,  as  seller  of  securities  to  the  invest- 
ment trust.    He  is,  moreover,  in  the  position  of  adviser 
to  investors. 
The  security  dealer  and  salesman,  as  retailer  of  the  invest- 
ment trust's  securities  and  as  investment  counsellor. 
The  broker,  as  agent  of  the  investment  trust  in  handling 

transactions ;  likewise,  as  adviser  to  investors. 
The  commercial  banker,  not  only  because  he  must  answer 
the  inquiries  of  clients,  but  because  he  is  a  potential  pur- 
chaser of  investment  trust  securities  for  the  account  of 
his  bank. 
The  trust  ofiicer,  because  the  investment  trust  provides  a 
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market  for  trust  company  services;  also,  because  the 
investment  trust  is  a  potential  channel  for  the  invest- 
ment of  funds  in  his  care. 
The  insurance  executive,  officers  of  educational  or  philan- 
thropic   institutions,    administrators    and    guardians — 
these  individuals  are  charged  with  the  investment  of 
moneys  in  their  control. 
The  professional  consultant,  as  investment  counsellor  to  in- 
vestors and  investment  trusts;  possibly,  as  organizer  or 
manager  of  investment  trusts. 
The  lawyer,  accountant,  advertising  agent,  etc. — ^whose  serv- 
ices the  investment  trust  requires  in  increasing  degree. 
The    legislator,   public    official,    journalist,    economist    and 
student  of  finance — who  find  in  the  investment  trust  an 
important  subject  for  study. 
The  subject  matter  has  excluded  other  than  historical  dis- 
cussion  of  investment  trusts   in   countries   outside  of  the 
United  States.    American  problems  and  psychology,  it  is  felt, 
are  totally  different  from  those  elsewhere,  and  certain  it  is 
that  American  investment  trust  development  has  no  parallel 
overseas.    While  not  denying  that  valuable  lessons  may  be 
derived  from  British  experience,  for  instance,  the  author  is  of 
the  opinion  that  much  avoidable  confusion  has  resulted  from 
the  attempt  to  draw  freely  comparisons  between  British  and 
American  procedure. 

In  the  versatility  which  American  investment  trusts  have 
displayed  is  found  not  only  their  principal  contribution  to 
the  world  investment  trust  movement  but  also  much  of  their 
virility.  It  is,  therefore,  a  cause  for  gratification  that  we 
have  evolved  numerous  distinct  types,  even  at  the  cost  of 
some  confusion  to  the  lay  mind. 

It  is  unfortunate  that  hitherto  no  standard  classification 
or  nomenclature  has  been  evolved  for  investment  trusts.  In 
so  young  a  movement,  that  would  perhaps  be  too  much  to 
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hope  for.  The  attempt  has  been  made  here  to  establish 
rational  standards  upon  which  future  classification  and 
nomenclature  may  appropriately  be  based. 

Throughout  the  present  volume,  illustrative  material  has 
been  introduced  wherever  feasible.  The  material  selected, 
however,  should  not  be  regarded  as  exhaustive  or  even  up-to- 
date.  So  many  changes  are  constantly  taking  place  that 
doubtless  fresh  and  possibly  more  appropriate  illustrative 
data  will  be  available  in  the  course  of  a  short  time. 

The  appendixes,  in  particular,  presented  the  diflBcult  prob- 
lem of  narrowing  down  the  choice  of  material  within  the 
limits  of  this  book.  Specimen  charters,  by-laws,  trust  agree- 
ments, reports,  etc.,  were  included  mainly  by  reason  of  the 
fact  that  they  illustrate,  in  each  case,  a  typical  development. 

Grateful  acknowledgments  are  due,  in  particular,  to 
Francesca  S.  Fowler,  Mr.  Charles  J.  Gregory,  Mr.  Walter  T. 
Griffith,  Mr.  Victor  Kafka,  Mr.  Ernest  G.  Peterson,  Dr. 
Leland  R.  Robinson,  Mr.  Edgar  L.  Smith,  Mr.  W.  Irving 
Throckmorton  and  Mr.  Lacy  L.  Wisdom;  also,  to  the  large 
number  of  investment  trust  executives  who  have  supplied 
valuable  material;  finally,  to  the  editors  of  Coast  Investor  & 
Industrial  Review,  Mid-Continent  Banker,  Northwestern 
Banker,  Printers'  Ink  and  United  States  Investor,  who  have 
kindly  permitted  the  use  here  of  material  originally  pub- 
lished by  the  writer  in  those  magazines. 

John  Francis  Fowler,  Jr. 
New  York,  September  1,  192S 
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INTRODUCTION 

When  one  sets  out  to  write  a  book  on  investment  trusts, 
particularly  if  he  be  active  in  Wail  Street,  he  must  do  so  with 
the  assurance  that  his  work  will  be  scrutinized  from  at  least 
two  angles.  In  the  first  place,  self-appointed  critics  will  seek 
his  stand  on  one  or  two  present  matters  of  controversy.  Sec- 
ondarily, they  will  begin  turning  the  pages  to  see  how  often 
he  has  mentioned  his  own  "pets"  and  set  up  enterprises  with 
which  he  is  familiar  as  examples  of  correct  practice.  In  writ- 
ing about  such  a  comparatively  new  field,  it  is  hard  to  be 
strictly  neutral  or  at  least  to  avoid  absorbing  a  little 
prejudice.  Even  a  public  ofl&cial  who  recently  produced  a 
brochure  on  the  subject  was  thought  by  some  to  lean  a  little 
more  heavily  on  one  foot  than  the  other. 

One  cannot  escape  the  fact  that  the  battle  of  the  parch- 
ments has  been  largely  over  the  relative  merits  of  "fixed" 
and  "trading"  trusts.  The  most  extreme  contention  heard 
about  the  former  is  that  it  is  not  really  an  investment  trust 
at  all.  The  latter  is  by  some  condemned  because  managers 
may  run  riot.  I  shall  not  enter  my  pen  in  the  argument.  The 
author  of  this  book  has  presented  extensive  discussions  for 
both  proponents — and  a  wealth  of  exhibits. 

In  a  field  which,  in  this  country,  has  been  something  of  an 
experiment,  a  book  must  pioneer  a  bit  also;  and  this  work 
marks  a  departure  in  one  important  respect.  It  surveys  the 
investment  trust  from  the  American  point  of  view.  That  this 
has  not  been  completely  done  before  is  due  no  doubt  to  the 
brief  history  of  investment  trusts  in  this  country.  Even  now 
the  span  of  active  development  is  short,  but  enough  years 
have  gone  by  to  enable  one  to  say  something  of  what  the  na- 
tive investment  trust  has  done,  much  of  what  it  is  doing,  and 
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a  little  of  what  it  plans  for  the  future.  To  me  the  most  inter- 
esting aspect  of  this  book  is  the  material  for  factual  study — 
the  excerpts  from  investment  trust  charters  and  articles  of 
incorporation,  the  details  of  investment  policies  and  restric- 
tions, the  exhibits  with  regard  to  capitalization,  portfolios  and 
such  like. 

There  are  now  enough  investment  trusts  in  this  country  to 
make  possible  a  scientific  observation  of  working  qualities 
and  a  tabulation  of  characteristics.  Many  have  thought  they 
had  a  general  knowledge  of  this  or  that  trust,  but  few  have 
had  the  time  and  industry  to  assemble  complete  details.  This 
book  should  help  such  persons  greatly  as  a  reference  source. 

Philosophically  considered,  every  study  has  two  phases — 
the  collection  of  data,  then  its  interpretation.  Perhaps  the 
first  is  the  greater  effort,  but  one  can  proceed  to  it  unarmed. 
When  it  comes  to  the  second,  one  may  well  polish  his  armor, 
for  even  the  great  names  in  economic  dogma  are  not  uni- 
versally acclaimed.  In  developing  concepts  of  investment 
trusts,  one  may  to  an  extent  adapt  existing  standards  of  in- 
vestment and  corporate  analysis  and  then,  perhaps,  offer  a 
new  set  of  measurements.  The  old  ones  with  modifications 
have  an  obvious  shortcoming;  the  new  ones  face  an  unfor- 
giving future.  The  author  has  made  a  brave  attempt  to  set 
up,  in  a  still  somewhat  unexplored  territory,  his  own  system 
of  guide  posts;  and  I  shall  leave  it  to  the  reader  to  judge  their 
competency. 

The  investment  trust  idea  has  developed  at  a  time  of  wide 
public  interest  in  stocks  as  investments.  There  were  stock 
investments  many  years  ago  but  the  public  could  not  buy 
them.  The  late  Henry  V.  Poor  in  his  first  compendium  of 
railway  statistics  complained  of  the  obstinacy  of  the  Camden 
&  Amboy  Railroad  toward  giving  out  financial  information. 
How  poorly  the  outside  investor  or  the  analyst  fared  in  those 
days  may  be  glimpsed  by  the  fact  that  this  same  railroad  all 
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but  persuaded  the  state  of  New  Jersey  to  secede  from  the 
Union  because  the  Federal  Government  endeavored  to  ship 
supplies  for  the  Civil  War  via  a  rival  line.  It  was  a  time  of 
autocratic  management.  A  few  wealthy  families  or  groups 
controlled  the  best  companies;  the  man  of  smaller  means, 
after  he  had  placed  suflBcient  funds  in  his  own  business,  could 
do  little  in  the  way  of  purchasing  equities  beyond  betting  on 
the  gold  supplies,  the  crops  or  Jay  Gould.  Then  with  the 
widely  held  notion  of  a  panic  "every  seven  years,"  the  in- 
cipient investor  might  well  feel  as  interested  in  becoming  an 
extensive  stockholder  as  in  swimming  the  Whirlpool  Rapids 
in  Niagara  Gorge. 

Nevertheless,  the  country  grew,  some  men  made  fortunes; 
banking  became  more  scientific,  the  railroads  were  regulated, 
the  Stock  Exchange  specified  corporation  reports.  Larger 
and  larger  companies  were  formed ;  bookkeeping  became  more 
public  and  truthful.  Investment  analysis  established  definite 
standards  of  security  values. 

Pure  economic  concept  was  more  and  more  drawn  toward 
interpretation  of  the  life  we  live.  Economists  sought  less  to 
conjecture  whether  we  should  all  have  enough  to  eat  several 
centuries  hence  and  tried  to  forecast  the  trade  outlook  next 
year.  The  business  cycle  was  discovered.  Dr.  Wesley  C. 
Mitchell's  book  created  an  intellectual  sensation.  The  busi- 
ness cycle,  like  Freud,  is  a  trifle  passe  at  the  moment,  but  it 
served  to  focus  attention  on  the  periodic  movements  of  the 
stock  market.  The  idea  that  the  stock  market  went  up  for  a 
while — most  stocks  with  it — and  down  for  a  while,  found 
popular  favor.  One  of  our  contemporaries  set  forth  the  view 
that  "to  every  action  there  is  a  corresponding  and  equal  re- 
action." All  one  needed  to  do,  then,  was  to  buy  at  the  bottom 
and  sell  at  the  top.  A  book  was  produced  showing  how  a 
small  sum  of  money  many  years  ago  would  have  multiplied 
by  going  in  and  out  of  securities  at  appropriate  intervals  and 
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snuggling  in  the  savings  bank  in  between  its  masterful  ex- 
cursions. The  same  thing  was  to  be  done  with  corn  and 
wheat,  piling  them  in  warehouses  to  wait  while  the  open- 
market  quotations  soared  from  nadir  to  zenith.  A  high 
school  boy  remarked  that  grandfather  might  have  had  to  take 
some  of  the  money  out  of  the  savings  bank  when  Uncle  Willie 
had  the  scarlet  fever  and  that  the  worms  very  likely  began 
eating  up  the  wheat  and  the  corn. 

I  fear  it  is  on  such  simple  things  as  the  facts  of  every  day 
life  that  schemes  for  automatic  investment  trip.  Do  those 
who  chant  "how  sound  stocks  have  grown"  pause  to  remem- 
ber the  days  when  these  were  some  of  the  favorite  (and 
impregnable)  investments:  New  Haven,  St.  Paul,  American 
Cotton  Oil,  Central  Leather,  American  Woolen,  Virginia- 
Carolina  Chemical?  What  was  the  persistent  sinking  of  the 
British  consol  from  the  time  of  the  Boer  War  to  the  total 
disappearance  of  Brooklyn  Rapid  Transit? 

I  have  been  quoted  as  saying  that  there  are  no  set  rules 
for  investing  wisely.  By  that  I  mean  that  no  man  is 
omniscient,  and  I  think  no  one  will  quarrel  with  me.  After 
forty  years  of  investment  analysis,  I  am  convinced  that  the 
law  itself  is  not  enough;  the  individual  must  be  able  and 
willing  to  act.  Past  changes  were  seldom  catastrophic;  good 
things  were  seen  to  grow;  investment  analysis  could  have 
mitigated  losses  and  expanded  profits. 

To  me  the  big  future  for  investment  trusts  lies  in  the  op- 
portunity to  deal  with  financial  problems  at  home  and 
abroad  as  they  arise  and  to  mass  intelligence  for  the  benefit 
of  the  individual  investor  in  such  a  way  that  he  can  obtain 
a  reasonable  profit  with  a  moderate  risk.  The  investment 
trust  may  be  the  Old  World's  contribution  to  our  financial 
development;  but  adequate  and  scientific  investment  analysis 
is  something  that  has  reached  its  greatest  development  within 
our  own  four  boundaries. 

John  Moody 
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Chapter  I 
HISTORY  OF  INVESTMENT  TRUSTS 

Origin. — American  Growth. — Caicses  for  Expansion. — Successful 
Record  of  American  Investment  Trusts. — Unsuccessful  and  Liquid 
dated  Investment  Trusts. 

ORIGIN 

Investment  Trusts,  in  one  form  or  another,  today  exist 
in  many  countries — notably  in  Australia,  Belgium,  Canada, 
England,  France,  Germany,  Holland,  Hungary,  Scotland, 
Switzerland  and  the  United  States.  It  is  in  Great  Britain  and 
the  United  States  that  the  investment  trust  movement  has 
attained  the  most  substantial  proportions.  Great  Britain  was 
the  mother  country  of  investment  trusts;  but  the  United 
States,  in  the  variety  if  not  in  number  and  size  of  its  invest- 
ment trusts,  ranks  first. 

Historically,  investment  trusts,  both  in  Great  Britain  and 
the  United  States,  began  as  private  enterprises.  An  invest- 
ment trust  would  be  founded  by  a  single  individual,  who  used 
his  financial  abilities  and  judgment  for  the  benefit  of  a  group 
and  who,  in  return  for  his  advice  and  counsel,  was  allowed  to 
retain  a  percentage  of  the  profits  made  from  the  group's 
joint  investments. 

The  name  "investment  trust"  is  a  somewhat  misleading 
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one.  The  early  British  investment  trusts  were  in  truth  just 
what  the  name  implies — informal  associations  of  individuals 
entrusting  their  investments  to  one  person  who  occupied  a 
fiduciary  position.  Later,  the  British  investment  trusts  were 
required  to  incorporate  under  the  Companies  Act.  The 
modern  investment  trust  in  Great  Britain  and,  for  the  most 
part,  in  the  United  States  does  not  contain  the  element  of 
trusteeship  or  personal  responsibility.  In  the  majority  of 
cases,  there  is  no  trust  relationship  between  the  buying  public 
and  the  investment  trust.  Under  strict  interpretation,  there- 
fore, the  term  "investment  trust"  is  a  misnomer. 

Nor  does  "investment  trust"  have  any  connection  with 
"trusts"  in  the  sense  of  great  business  consolidations,  such  as 
the  so-called  Steel  Trust,  Sugar  Trust  and  so  forth.  The 
name,  as  applied  to  that  form  of  enterprise  which  is  con- 
cerned with  joint  investing,  has  been  adopted  on  account  of 
its  early  application,  and  because  of  a  sense  of  safety  which 
the  average  investor  associates  with  the  phrase. 

It  is  said  that  the  investment  trust  principle  originated  as 
a  device  to  avoid  the  splitting  up  of  an  estate,  at  the  time  of 
its  transfer  to  the  heirs.  Instead  of  taking  a  portion  of  the 
estate,  each  heir  received  his  corresponding  interest  in  the 
trust.  At  any  rate,  the  fact  is  clear  that  several  of  the  early 
investment  trusts  had  their  starting  point,  about  the  middle 
of  the  nineteenth  century,  among  certain  Scotch  lawyers  en- 
gaged in  the  administration  of  estates;  and  to  their  canny 
judgment  the  movement  doubtless  owed  much  of  its  success. 
England  borrowed  the  idea,  and  thenceforth  development  of 
investment  trusts  in  these  two  divisions  of  the  United 
Kingdom  was  fairly  parallel. 

The  first  record  of  a  British  investment  trust  seeking  public 
participation  was  the  International  Financial  Society,  Ltd., 
London,  1863.    Not,  however,  until  the  late  80's  did  the  num- 


HISTORY  OF  INVESTMENT  TRUSTS  3 

ber  and  size  of  British  investment  trusts  attain  prominence. 
By  the  end  of  1890,  there  had  been  formed  55  British  invest- 
ment trusts.  Thereafter,  the  growth  was  gradual  until  it  was 
interrupted  by  the  World  War.  In  1924,  the  formation  of 
British  investment  trusts  took  on  a  new  lease  of  life  and  has 
been  active  since.  A  recent  estimate  gave  150  British  invest- 
ment trusts  with  invested  capital  of  nearly  $1,000,000,000. 
These  figures  do  not  include  many  enterprises  which,  in  our 
country,  would  be  classed  as  investment  trusts. 

Due  to  long  experience,  the  British  organizations  have 
adopted  distinctive  practices  and  policies,  which  set  them 
apart  from  any  other  type  of  enterprise.  The  British  public 
has  come  to  know  what  an  investment  trust  represents  and 
what  it  stands  for.  That  state  of  mind  can  come  about  only 
as  the  result  of  long  familiarity  with  the  details  of  such 
organizations. 

British  investment  trusts  were  created  largely  for  the  pur- 
chase of  foreign  securities.  The  position  of  London  as  the 
world's  money  center  greatly  facilitated  their  formation.  Re- 
duction of  interest  rates  on  British  "Consols"  in  1880  and 
again  in  1889  led  investors  to  seek  more  profitable  channels 
of  investment  abroad.  The  investment  trust,  opportunely 
appearing  as  a  relatively  safe  and  convenient  means  to  that 
end,  attracted  large  numbers  of  middle  class  capitalists. 

There  is  no  question  but  that  the  industrial  expansion  of 
the  United  States,  South  America  and  the  British  Empire 
in  the  latter  part  of  the  nineteenth  century  was  financed 
largely  by  the  British  investment  trusts.  Particularly  was 
this  true  for  some  of  the  American  railroad  systems,  which,  it 
is  said,  would  never  have  been  developed  but  for  the  fact  that 
British  investment  trusts  financed  them  by  buying  large 
amounts  of  their  securities.  American  industrial  companies 
were  financed  to  some  extent  by  this  means,  but  there  was 
never  the  same  readiness  on  the  part  of  British  investment 


4  AMERICAN  INVESTMENT  TRUSTS 

trusts  to  buy  American  industrial  securities  as  existed  in  the 
case  of  railroad  bonds. 

Although  conspicuously  successful  on  the  whole,  the 
British  investment  trust  movement  has  not  had  by  any  means 
a  record  of  continuous  fair  weather.  During  the  so-called 
"Baring  Crisis,"  brought  about  in  the  early  90's  by  inordinate 
speculation,  all  investment  trusts  suffered  severe  shrinkage 
in  the  value  of  their  investments,  and  a  substantial  number 
were  forced  into  bankruptcy.  The  cause  of  trouble  was  over- 
extension in  unseasoned  securities  or  issues  of  doubtful  in- 
vestment worth.  Internal  reform  and  the  economic  process 
of  elimination  of  the  unfit  put  the  British  investment  trusts 
back  on  their  feet.  They  successfully  weathered  several  sub- 
sequent crises,  including  the  World  War. 

AMERICAN     GROWTH 

In  America,  investment  trusts  prior  to  1924  could  be 
counted  almost  on  the  ten  fingers.  Following  are  the  invest- 
ment trusts  formed  in  this  country  before  1924: 

*1889  New  York  Stock  Trust  New  York 

1893  Boston  Personal  Property  Trust  Boston 

1904  Railway  &  Light  Securities  Co.  Boston 

1907  Alexander  Fund  Philadelphia 

1914  American  Investment  Co.  Milwaukee 

1916  First  Investment  Co.  Concord, 

N.  H. 

1917  Commercial  Finance  Corp.  Boston 

1917  Public  Utility  Investing  Corp.  New  York 

1918  Mutual  Finance  Corp.  Boston 

1919  Pennsylvania  Investing  Co.  Philadelphia 

1920  Overseas    Securities    Corp.    (predecessor  of    Overseas   Concord, 

Securities  Co.,  Inc.)  N.  H. 

*1921     Bank  Investors  Trust  Boston 

1921  International  Securities  Trust  of  America  (predecessor    Boston 

of  International  Securities  Corp.  of  America) 

1922  Eastern  Bankers  Corp.  New  York 

1922  Securities  Co.  of  New  Hampshire  Concord, 

N.  H. 

1923  Bond  Investment  Trust  Boston 
1923    Securities  Fund  Philadelphia 

*1923    United  Bankers  Oil  Co.  New  York 

*  Liquidated. 
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Ten  out  of  these  eighteen  early  investment  trusts  were 
formed  in  New  England  and  four  in  New  York.  Most  of 
them  were  not  known  as  investment  trusts  at  the  time  of 
organization.  The  Boston  Personal  Property  Trust,  oldest 
living  American  investment  trust,  was  founded  by  John 
Quincy  Adams,  a  descendant  of  the  President  of  that  name, 
to  deal  mainly  in  obligations  secured  by  real  estate.  Rail- 
way &  Light  Securities  Company  was  conceived  as  a  holding 
company  for  securities  of  public  utility  enterprises.  Alex- 
ander Fund  was  a  private  organization  built  around  the  per- 
sonality of  its  founder.  Overseas  Securities  Corporation 
began  with  the  purpose  of  financing  European  industries. 
Probably  the  International  Securities  Trust  of  America  mer- 
its the  title  of  parent  of  the  American  investment  trust 
movement.  Its  successor.  International  Securities  Corpora- 
tion of  America,  ranks  today  as  the  world's  largest  invest- 
ment trust. 

Although  inconspicuous  until  1924,  American  investment 
trusts  already  contained  the  germs  of  nearly  all  the  forms  and 
varieties  which  later  came  full-grown  into  being.  A  discern- 
ing eye  at  this  point  might  have  detected  the  probability  that 
investment  trusts  in  this  country  would  grow  and  flourish. 
In  the  United  States,  almost  any  young  and  successful  move- 
ment breeds  immediately  a  host  of  imitators. 

Upon  the  threshold  of  the  greatest  development,  however, 
not  a  single  voice  was  raised  in  prophecy.  Lawrence  M. 
Speaker,  in  his  monograph,  "The  Investment  Trust,"  pub- 
lished in  1924 — one  of  the  most  exhaustive  treatises  on  the 
subject  up  to  that  time — reached  this  conclusion: 

Any  future  development  of  the  investment  trust  here  will  apparently  be 
very  gradual.  .  .  .  Before  any  great  headway  is  made,  basic  economic 
conditions  must  favor  such  a  development. 

Subsequent  years  have  shown  how  far  the  facts  have  been 
at  variance  with  the  forecast.    Today  there  are  in  America 


6  AMERICAN  INVESTMENT  TRUSTS 

at  least  199  known  investment  trusts  with  invested  capital 
estimated  at  $1,200,000,000.  Doubtless  there  are  others  not 
listed  here.  Organizations  doing  a  business  bordering  upon 
that  of  investment  trusts  probably  number  as  many  more, 
and  account  for  probably  as  great  a  sum  of  invested  capital. 
The  following  table,  prepared  on  the  basis  of  available 
information,  summarizes  American  investment  trust  de- 
velopment : 

Number  of           Number  in  existence  Estimated  in- 

investment  trusts        (at  end  of  period),  vested  capital 

organized                 excluding  those  (at  end  of 

which  have  been  period) 
liquidated 

1889-1923 18                                  15  $       15,000,000 

1924 17                                   27  75,000,000 

1925 26                                   48  150,000,000 

1926 26                                   69  300,000,000 

1927 91                                 150  700,000,000 

1928  (6  mos.) 49                                199  1 ,  200 ,  000 ,  000 

The  story  of  investment  trust  growth  is  told  also  by  the 
record  of  public  offerings  of  American  investment  trust  se- 
curities, as  tabulated  from  the  files  of  the  Commercial  and 
Financial  Chronicle.  The  figures  do  not  include  vast  sums 
subscribed  privately,  nor,  for  the  most  part,  certificates  is- 
sued continuously  by  many  investment  trusts: 

Investment  Trust  Securities  Publicly  Offered 

Bonds  Preferred             Common  Total 
Stock                   Stock 

1924 $     4,000,000  $25,000,000  $29,000,000 

1925 10,000,000  19,750,000     $     4,320,000  34,070,000 

1926 15,500,000  49,172,000  10,900,000  75,572,000 

1927 86,500,000  53,926,000  45,367,000  185,793,000 

1928  (6  mos.) . . .       71,150,000  75,670,000  66,061,000  212,881,000 

Total $187,150,000    $223,518,000    $126,648,000     $537,316,000 

The  most  significant  feature  of  the  foregoing  table  is  its 
indication  of  the  growing  ability  of  investment  trusts  to 
command  borrowed  money  on  favorable  terms,  and  the  fact 
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that  the  investment  trusts  have  fairly  succeeded  in  whetting 
the  pubhc  appetite  for  their  common  stock.  One  of  the 
more  recent  tendencies  is  in  the  direction  of  bigger  invest- 
ment trust  flotations. 

The  first  newspaper  to  quote  investment  trust  securities 
daily  in  a  separate  department  was  the  New  York  Times. 
Beginning  in  1924,  only  ten  investment  trust  securities  were 
so  quoted.    The  growth  thereafter  has  been  as  follows: 

Investment 
Trust  Securities 

Quoted 
(at  end  of  period) 

1924  12 

1925  15 

1926  27 

1927  99 

1928  (6  mos.) 124 

Although  the  investment  trust  idea  was  imported,  its 
application  has  been  the  result  almost  exclusively  of  Ameri- 
can brains  and  capital.  The  development,  moreover,  has 
taken  a  turn  decidedly  different  from  that  in  Great  Britain 
or  the  Continent.  It  is  not  the  purpose  of  the  present  study 
to  go  into  the  essential  differences  between  American  and 
foreign  practice.  Suffice  it  to  say  that  the  existing  types  in 
America  are  a  reflection  of  American  laws,  needs,  and  preju- 
dices. The  fact  that  American  forms  are  new  does  not  mean 
that  they  are  less  desirable.  Indeed,  for  our  particular  pur- 
poses they  are  doubtless  far  better  suited  than  any  whole- 
sale adaptation  from  abroad. 

The  American  investment  trust  movement  spread  to  a 
great  extent  by  contagion.  Organizers  and  executives  of  es- 
tablished investment  trusts  branched  out  and  formed  their 
own  investment  trusts,  in  numerous  instances.  Persons  as- 
sociated with  original  investment  trust  developments  learned 
the  principles  embodied  in  these  organizations  and  under- 
took to  try  them  out  on  their  own  account.     Due  to  the 
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intricacy  of  investment  trust  technique,  development  along 
such  lines  was  perhaps  inevitable. 

If  New  England  was  the  cradle  of  the  American  invest- 
ment trust  movement,  New  York  remains  its  home.  A  little 
over  half  of  the  investment  trusts  have  their  offices  within 
a  stone's  throw  of  Wall  Street.  An  interesting  tendency 
which  has  become  evident  is  the  creation  of  local  investment 
trusts  for  local  investors.  The  motive  for  their  formation 
is  the  increased  confidence  which  they  can  frequently  com- 
mand, the  directors  being  well  known  to  investors  and  re- 
siding in  their  midst.  The  Wisconsin  Investment  Com- 
pany, for  example,  operates  on  as  broad  a  scale  as  most 
investment  trusts,  but  it  represents  almost  wholly  the  capi- 
tal of  Milwaukee  investors.  Virtually  every  state  now  has 
one  or  more  local  investment  trusts,  some  of  them  rapidly 
becoming  the  pride  of  their  respective  communities. 

CAUSES     FOR    EXPANSION 

Fundamentally,  the  movement  was  a  response  to  the  phe- 
nomenal expansion  which  took  place  in  our  investment  mar- 
kets during  and  after  the  World  War.  The  number  of  Ameri- 
can investors,  estimated  to  have  been  in  the  neighborhood 
of  500,000  in  1914,  is  now  variously  placed  at  15,000,000  to 
20,000,000.  That  number  includes  a  host  of  small  capital- 
ists, salaried  workers,  wage  earners  and  women.  While  in- 
vesting became  a  national  habit,  the  new  investors,  for-  the 
most  part,  remained  uneducated  in  finance.  The  investment 
trust,  by  taking  upon  itself  the  selection  and  supervision 
of  investments  for  the  lay  investors,  came  along  as  a  ready- 
made  solution  to  their  problem. 

It  was  rational  that  the  psychology  of  American  investors 
should  leave  its  imprint  upon  the  investment  trusts,  causing 
them  to  develop  a  high  degree  of  versatility  in  their  appeal 
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to  the  many  prejudices  of  investors.  Thus,  as  a  reflection 
of  American  psychology,  there  were  formed  investment 
trusts  specializing  in  common  stocks,  bank  stocks,  public 
utilities,  etc. — each  founded  on  the  familiarity  of  investors 
with  its  chosen  field.  The  various  kinds  of  investment  trusts 
helped  to  popularize  the  movement  as  a  whole,  so  that 
their  growth  was  fostered  by  the  very  versatility  which  they 
displayed.  That  versatility,  in  turn,  was  fostered  by  the 
flexibility  of  our  American  law  systems,  as  witnessed  by  the 
many  differences  in  legal  structure  among  our  investment 
trusts. 

Investment  trusts  have  been  aided  by  the  fact  that  the 
number  of  American  securities  available  for  purchase  by 
them  has  increased  enormously  within  recent  years.  No 
longer  do  we  have  many  large  corporations  or  banks  whose 
stocks  are  closely  owned.  The  change  from  private  owner- 
ship to  public  ownership  in  a  very  real  sense  has  been  a 
fundamental  factor  in  the  development  of  our  investment 
trusts. 

Not  to  be  overlooked  in  any  consideration  of  the  factors 
which  have  led  to  investment  trust  growth  is  the  increasing 
complexity  of  modern  investment  problems.  So  numerous 
are  the  securities  available  for  purchase  by  investors,  so 
varied  and  inter-related  the  forces  which  find  reflection  in 
security  prices,  and  so  technical  the  analytical  study  of  se- 
curity values,  that  the  selection  of  sound  and  profitable  in- 
vestments is  well  beyond  the  sphere  of  all  but  a  relatively 
few  individuals.  The  investment  trust  undertakes  to  supply 
expert  investment  service  at  wholesale  to  investors. 

Like  all  new  enterprises,  investment  trusts  are  more  likely 
to  be  launched  in  a  period  of  optimism  than  at  other  times. 
"Coolidge  prosperity,"  which  was  ushered  in  about  1924, 
and  the  rising  security  markets  which  dated  from  that  time 
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were  especially  conducive  to  the  formation  of  investment 
trusts. 

The  growth  of  investment  trusts  was  accelerated  by  the 
entry  of  investment  bankers  and,  to  a  certain  extent,  com- 
mercial banks  and  trust  companies  into  the  field.  Invest- 
ment bankers  found  the  investment  trust  to  be  a  convenient 
means  for  employing  their  talents  in  a  new  field,  enlarging 
their  sources  of  profit  and  satisfying  the  demands  of  clients 
for  sound,  diversified  investments.  Commercial  banks  and, 
more  especially,  trust  companies  are  discovering  that  the 
formation  of  investment  trusts  under  their  auspices  brings 
to  their  doors  a  lucrative  source  of  profit  which  is  repre- 
sented in  the  fees  paid  by  the  investment  trust  for  banking 
and  trust  company  services.  Trust  companies  are  heeding 
the  warnings  voiced  by  more  than  one  economist  that,  unless 
they  take  steps  to  meet  the  rising  competition  of  the  invest- 
ment trusts,  their  business  will  suffer. 

Again,  the  investment  trust  has  found  easy  going  among 
security  dealers  throughout  the  country.  For  it  has  helped 
in  solving  the  dealers'  problems,  which  find  root  in  our  es- 
tablished system  for  the  distribution  of  securities.  That 
system  was  created  before  the  war,  and  in  the  war's  after- 
math was  hastily  enlarged  to  take  care  of  the  new  army  of 
investors.  Numerous  bond  houses  appeared  in  many  towns 
where  the  meaning  of  a  bond  was  not  known  before.  They 
were  the  retail  merchants  for  the  great  houses  of  issue  in 
Wall  Street.  Competition  among  security  dealers  became 
keen  and  it  was  made  keener  by  the  creation,  in  many  banks, 
of  bond  departments  to  do  the  same  work  as  the  security 
dealer. 

The  effects  have  appeared  in  two  directions:  uncertainty 
as  to  the  supply  of  new  security  issues  and  a  decreased  mar- 
gin of  profit.  The  7,000  or  more  security  dealers  and  the  bond 
departments  among  our  30,000  banks  are  compelled  to  bid 


HISTORY  OF  INVESTMENT  TRUSTS  11 

against  one  another  for  a  generous  participation  in  new 
offerings.  If  a  new  issue  is  oversubscribed,  participations 
are  scaled  down;  if  the  issue  does  not  "go  well,"  some  dealers 
find  themselves  loaded  up  with  commitments  larger  than 
they  can  conveniently  dispose  of.  And  bit  by. bit  the  profit 
margin  has  been  working  lower.  No  wonder  that  the  small 
bond  house,  like  the  small  industrial  manufacturer,  has  been 
complaining  of  an  era  of  "profitless  prosperity." 

Security  dealers  have  also  had  to  face  serious  competition 
from  without.  The  speculative  mania  of  the  past  few  years 
attracted  a  large  volume  of  funds  away  from  conservative 
investment  to  stock  exchange  operations  in  New  York,  Chi- 
cago, San  Francisco,  and  other  centers,  to  say  nothing  of 
operations  in  real  estate.  Worse,  perhaps,  was  the  fact  that 
unscrupulous  promoters  entered  the  picture,  taking  a  billion 
dollars  annually  out  of  the  investment  market  and  putting 
it  into  worthless  securities.  The  security  dealer  had  to  meet 
not  only  the  competition  of  the  swindler,  but  the  general 
discredit  which  he  cast  upon  the  business. 

Then  came  the  investment  trust,  and  with  it  the  answer 
to  many  of  the  difficulties  of  the  security  dealer.  The  supply 
of  investment  trust  securities  is  unlimited ;  the  dealer,  there- 
fore, does  not  have  to  worry  about  getting  enough  securities 
to  sell.  Continuous  retailing  of  investment  trust  securities 
affords  a  clean,  steady  profit.  Because  the  investment  trust 
offers  much  of  the  relish  of  speculation  while  avoiding  most 
of  its  dangers,  the  dealer  in  investment  trust  securities  is 
enabled  better  to  meet  the  competition  of  the  stock  exchange 
as  well  as  that  of  unscrupulous  promoters. 

The  fact,  then,  that  investment  bankers,  commercial 
banks,  trust  companies,  and  security  dealers,  with  their 
highly  geared  organizations  for  the  distribution  of  securities, 
have  got  behind  the  investment  trust  movement  has  been 
a  force  of  no  mean  importance. 
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Weight  must  be  given  to  another  and  perhaps  the  most 
important  consideration.  Before  the  war  our  capital  re- 
quirements were  such  as  to  make  use  readily  of  all  the 
available  funds  without  recourse  to  the  investment  trust  as 
a  means  for  the  absorption  of  idle  capital.  Our  recent  excess 
supply  of  capital,  however,  forced  down  interest  rates,  with 
the  result  that  investors  resorted  to  the  investment  trust  as 
a  means  for  securing  the  greatest  income  consistent  with 
safety.  Investors  who,  without  departing  from  the  stand- 
ards of  conservatism,  were  able  formerly  to  obtain  with  ease 
a  six  per  cent  return  on  their  money,  now  found  it  difficult  to 
do  so  except  through  the  investment  trust. 

A  combination  of  the  following  factors,  therefore,  con- 
tributed to  the  American  investment  trust  movement: 

1.  The  large  army  of  new  investors. 

2.  The  creation  of  special  types  of  investment  trusts  to  meet  varied 

needs. 

3.  The  increase  in  the  available  supply  of  American  securities. 

4.  Complexity  of  modem  investment  problems. 

5.  A  period  of  sustained  prosperity. 

6.  Entry  of  investment  bankers,  commercial  banks,  trust  companies, 

and  security  dealers  into  the  field,  reflecting  new  conditions  in 
the  investment  world. 

7.  Excess  supply  of  capital. 

Not  until  about  1924  did  this  combination  become  effec- 
tive. In  particular,  a  period  of  sustained  prosperity  was 
lacking  up  to  that  time.  Investment  trusts,  beginning  in 
1924,  came  to  this  country  in  volume  because  then,  and  not 
before  then,  fundamental  conditions  were  ripe. 

Early  students  of  the  American  movement  thought  they 
saw  the  origin  of  investment  trusts  in  the  need  for  extending 
financial  aid  to  Europe.  Investment  trusts,  they  said,  could 
be  used  to  buy  European  securities  which  the  individual 
investor,  being  unfamiliar  with  conditions  overseas,  would 
hesitate  to  purchase  on  his  own  account.    As  a  matter  of 
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fact,  a  substantial  group  among  the  older  investment  trusts, 
such  as  the  United  States  &  Foreign  Securities  Corporation, 
formed  in  1924,  were  organized  with  that  purpose  in  mind. 
Although  investment  trusts  have  continued  to  be  formed 
for  the  purpose  of  buying  European  securities,  such  invest- 
ment trusts  do  not  represent  a  very  large  proportion  of  the 
total. 

European  securities  have  largely  been  in  the  form  of 
bonds  listed  on  the  New  York  Stock  Exchange  and  have 
thus  been  available  to  American  investors  without  the  in- 
tercession of  investment  trusts.  Secondly,  the  spectacular 
opportunities  for  purchase  of  European  securities  at  bargain 
prices — due  to  postwar  depression  and  disorganized  curren- 
cies— have  in  great  part  ceased  to  exist. 

Purchase  of  foreign  securities,  moreover,  is  a  specialized 
field  closely  linked  up  with  financing  activities,  such  as  the 
extension  of  credit  to  foreign  corporations  and  governments. 
For  that  reason,  much  of  the  purchasing,  often  cited,  of 
foreign  securities  by  investment  trusts  has  been  for  the  ac- 
count of  corporations  which  in  reality  are  not  investment 
trusts  but  partake  of  the  nature  of  international  banking 
enterprises — as  in  the  case  of  German  Credit  &  Investment 
Corporation. 

The  following  excerpts  from  The  Inter-Ally  Debts  and  the 
United  States,  published  by  the  National  Industrial  Con- 
ference Board,  Inc.,  New  York  (1925),  throw  light  on  this 
discussion : 

Relatively  speaking,  capital  was  plentiful  in  the  United  States  after 
the  war  and  scarce  in  Europe.  It  was  natural  and  indeed  inevitable 
that  we  should  invest  heavily  in  European  bonds  and  business,  especially 
in  those  of  Continental  Europe.  We  became  the  world's  only  important 
source  of  investment  funds. 

But  it  would  be  a  great  mistake  to  regard  this  as  a  permanent  move- 
ment or  as  a  permanent  change  in  the  tide  of  international  investment. 
Within  a  few  years  at  most,  Europe's  needs  will  be  satisfied.  .  .  .  For 
the  basic  relation  between  natural  resources,  population  and  the  normal 
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supply  of  capital  is  different  in  the  United  States  from  what  it  is  in 
Europe.  Normally,  both  men  and  capital  can  on  the  whole  earn  more 
here  than  they  can  in  Europe,  because  of  Europe's  relative  poverty  in 
natural  resources.  It  is,  therefore,  inevitable  that  both  men  and  capital 
should  ordinarily  flow  to  this  country  from  Europe,  rather  than  in  the 
reverse  direction.  ,   .   . 

Our  European  investment  boom  cannot  endure  indefinitely.  On  the 
other  hand,  these  considerations  apply  in  the  first  instance  only  to  our 
European  investments.  Our  investments  in  the  newer  parts  of  the 
world,  especially  on  the  American  continents,  are  apt  to  continue  in 
fairly  steady  volume,  one  year  after  another,  and  will  probably  increase. 


SUCCESSFUL    RECORD    OF    AMERICAN 
INVESTMENT    TRUSTS 

Even  during  so  short  a  time  as  that  in  which  the  Ameri- 
can investment  trust  movement  has  had  sway,  substantial 
profits  have  almost  uniformly  been  recorded  for  investors. 
The  following  tabulation,  comprising  a  selection  among  in- 
vestment trust  shares  with  a  reasonably  long  history  behind 
them,  is  representative: 

Common  stock  or  certificates             Year  Original  Bid  price  Per 

ofifered  offering  July,  cent 

price  1928  gain 
Amer.  Basic-Bus.  Sh.  Corp.  Fixed  Trust 

Shares 1927  17^  18^  7% 

Am.  Brit.  &  Cont.  Corp 1926  Bonus  30           

Amer.   Trustee  Sh.   Corp.   Div.   Trustee 

Shares 1925  14^  20^  40% 

Continental  Sec.  Corp 1927  63^  119  87% 

(warrants) 

Financial  Investing  Co.  N.  Y 1925  15  261^  75% 

Guardian  Investors  Corp 1925  Bonus  22           

♦Incorporated  Investors 1925  100  138  38% 

Insuranshares  Corp.  Ser.  A-27 1927  20  24-3^  22% 

Insuranshares  Corp.  Ser.  C-27 1927  20  243^  24% 

Insuranshares  Corp.  Ser.  F-27 1927  22J^  273^  22% 

Inter.  Sec.  Corp.  of  Am.  CI.  A 1921  33^  64  92% 

Massachusetts  Investors  Tr. .  .' 1924  52^  84^  60% 

Mutual  Investment  Co 1926  10  lO^i  5% 

Sec.  Inter.  Sec.  Corp 1926  15  50  233% 

U.  S.  Shares  Bk.  St.  Tr.  Sh.  Ser.  C-1 1927  22  24^^  11% 

U.  S.  Shares  Bk.  St.  Tr.  Sh.  Ser.  C-2 1927  22  255^  17% 

*  On  basis  of  old  stock  before  200%  stock  dividend  paid  June,  1928. 
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These  increases  are  due  in  part  no  doubt  to  favorable 
security  markets,  but  the  surplus  and  earnings  statements 
of  leading  investment  trusts  are  corroborative  evidence  of 
their  success. 

Nor  does  the  foregoing  tell  the  full  story  in  all  cases,  since 
there  have  been  sizable  stock  dividends  and  split-ups,  which 
have  increased  the  number  of  shares  held  by  investors  in 
return  for  their  original  purchases.  An  outstanding  case 
is  International  Securities  Corporation  of  America,  which, 
since  the  original  offering  of  its  Class  A  stock  in  1921,  paid 
two  200  per  cent  stock  dividends,  so  that  one  original  share 
would  be  equivalent  to  nine  shares  in  1928.  Initial  pay- 
ments of  $5  annually  on  this  stock  were  inaugurated  in 
1923.     Subsequently,  payments  have  been  as  follows: 


Equivalent  on 
original  stock 

1924      $  6.00 

After  200%  stock 
dividend  paid 
March,  1925 

$2.80 
4.43 
6.00 

6.60 

After  200%  stock 

dividend  paid 

July,  1926 

1925 8.40 

1926 13.29 

1927 18.00 

1928   (based  on  quarterly 
rate  of  55  cents) 19.80 

$1.48 
2.00 

2.20 

International  Securities  Corporation  of  America,  with  its 
predecessor,  the  International  Securities  Trust  of  America, 
grew  nearly  ten  thousand-fold  in  five  years: 

Nov.  30  Resources 

1922 $  6,050 

1923 367,013 

1924 1,427,582 

1925 6,819,647 

1926 25,475,909 

1927  (giving  effect  to  new  financing) 57,544,376 

Other  investment  trusts  likewise  grew  by  leaps  and  bounds. 
Such  growth  would  not  have  been  possible  had  the  invest- 
ment operations  of  these  institutions  not  been  highly 
successful. 
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Patently,  the  foregoing  instance  of  investors'  profits  was 
an  exceptional  case,  accounted  for  by  getting  in  "on  the 
ground  floor"  at  the  beginning  of  a  protracted  period  of 
favorable  security  markets.  When  properly  conducted,  the 
investment  trust  is  practically  certain  to  give  patient  inves- 
tors a  rich  reward,  but  it  is  emphatically  not  to  be  regarded 
as  a  get-rich-quick  scheme. 

UNSUCCESSFUL    AND    LIQUIDATED 
INVESTMENT    TRUSTS 

Not  all  of  the  American  investment  trusts  have  been  suc- 
cessful. Serious  indictment  of  the  managers  of  two  invest- 
ment trusts  was  contained  in  an  article  by  Max  Winkler, 
vice  president  of  Bertron,  Griscom  &  Company,  Inc.,  New 
York,  in  the  New  York  Telegram  of  August  29,  1927: 

One  American  trust  formed  about  a  year  and  a  half  ago,  primarily  to 
acquire  common  stocks  in  Germany,  was  recently  liquidated  and  stock- 
holders profited  to  the  extent  of  about  30  per  cent.  This  showing 
appears  very  satisfactory  to  the  uninitiated,  but  to  those  who  have  been 
following  the  German  market  during  the  past  year  a  profit  of  30  per  cent 
is  not  only  most  inadequate,  but  may  well  give  rise  to  the  question  as  to 
whether  such  a  showing  does  not  perhaps  indicate  that  the  American 
investor  has  not  been  deriving  the  fullest  possible  benefits  from  his 
investment  in  the  securities  of  such  institutions. 

The  situation  is  similar  with  regard  to  another  American  trust,  formed 
also  to  invest  largely  in  Central  Europe,  especially  Germany,  with  re- 
ported net  profits  at  the  rate  of  about  7.60  per  cent  per  annum  on  the 
amount  paid  by  the  original  subscribers  of  the  stock. 

According  to  the  stock  market  index  of  the  Frankfurter  Zeitung, 
German  stocks  showed  on  January  31,  1927^  an  advance  over  prices 
registered  on  January  2,  1926,  of  209.75  per  cent.  On  December  31, 
1926,  the  advance  amounted  to  179.21  per  cent,  compared  with  127.50 
on  September  30,  1926;  104.80  on  June  30,  1926,  and  58.55  per  cent  on 
March  31,  1926.  Price  movements  in  eighteen  different  groups  during 
the  period  of  January  2,  1926,  to  January  31,  1927,  showed  advances 
ranging  from  60.24  to  231.06  per  cent. 

In  other  words,  if  the  American  investor  had  entered  the  German 
market  at  the  beginning  of  1926  he  would  have  profited  to  a  far  greater 
extent  than  he  did  through  the  medium  of  the  so-called  investment  trust. 
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Irrespective  of  the  type  of  issues  he  would  have  selected,  his  profit  would 
have  ranged  from  60.24  per  cent  to  231.06  per  cent.  Therefore  it  almost 
seems  to  me  it  required  extraordinary  skill  to  show  such  relatively  small 
profits  as  those  indicated  above. 

The  limbo  of  investment  trusts  which  have  gone  out  of 
business  is  fairly  large.  Twenty-eight  such  organizations 
can  be  listed.  They  were  of  all  types  and  descriptions.  Some 
of  them,  such  as  the  American  Belgian  Financial  Corpora- 
tion, European  Shares,  Inc.,  and  United  Bankers  Oil  Com- 
pany, attained  large  size.  The  total  volume  of  invested 
capital  in  organizations  now  defunct  or  liquidated  probably 
approached  $30,000,000.  Some  of  these  investment  trusts 
were  liquidated  with  a  substantial  profit  to  their  investors. 

The  reasons  for  discontinuance  were  many.  In  a  number 
of  instances,  liquidation  can  be  traced  to  the  fact  that  the 
investment  trust  no  longer  served  a  useful  purpose.  In 
others,  the  management  was  not  properly  equipped  to  carry 
on  the  investment  activities  as  originally  planned.  Resig- 
nation of  those  originally  responsible  for  the  promotion  of 
an  investment  trust  has  been  a  formidable  drawback  in 
some  cases.  The  resignation  problem  has  affected  many  of 
our  older  established  investment  trusts.  The  management 
and  operation  of  investment  trusts  require  specialized  tal- 
ent, so  that  men  with  experience  in  this  field  have  been  at 
a  premium. 

Liquidations  have  been  the  result  also  of  insufficient  finan- 
cial backing  or  lack  of  the  skill  requisite  for  marketing 
the  investment  trust  securities.  In  at  least  two  instances, 
liquidation  was  the  result  of  fraudulent  activities. 

It  is,  nevertheless,  noteworthy  that  the  investment  trust 
industry  on  the  whole  has  had  a  clean  record.  Such  liquida- 
tions as  have  occurred  are  no  reflection  upon  the  movement 
itself.  Doubtless  there  will  be  Some  further  weeding  but  of 
investment  trusts  insufficiently  financed  or  improperly  con- 
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ceived.  To  any  one  who  has  come  in  contact  with  repre- 
sentative investment  trust  executives,  however,  the  inescap- 
able conclusion  is  that  these  men  are  capable  individuals 
and  mean  to  stay  in  business. 

The  investment  trust  must  not  be  looked  upon  as  a  pass- 
ing fancy  in  finance,  or  a  creature  of  circumstance.  Any 
industry  that  has  endured  the  vicissitudes  of  over  sixty  years 
in  Great  Britain  and  emerges  stronger  to-day  than  ever  be- 
fore will  undoubtedly  play  an  increasingly  large  part  in  our 
own  national  life. 

The  opportunity  is  taken  to  quote  here  from  the  able 
summary  of  American  investment  trust  development  written 
by  Dr.  Benjamin  M.  Anderson,  Jr.,  in  the  Chase  Economic 
Bulletin  of  June  4,  1928  (published  by  The  Chase  National 
Bank  of  the  City  of  New  York) : 

It  is  quite  safe  to  say  that  in  the  absence  of  the  great  expansion  of 
credit  which  has  taken  place,  the  investment  trust  movement  would  have 
developed  much  less  rapidly  than  has  been  the  case.  Had  the  new  capi- 
tal coming  upon  the  market  been  only  the  ordinary  volume  of  investors' 
savings,  there  would  have  been,  of  course,  a  much  severer  competition  for 
investors'  money,  higher  return  to  investors,  and  much  less  readiness  on 
the  part  of  investors  to  turn  to  new  types  of  investment.  There  would 
have  been  much  more  critical  scrutiny  by  investors  of  the  types  of 
securities  offered  them.  But  in  a  situation  where  investors  have  had  not 
merely  the  problem  of  placing  their  current  savings,  but  also  the  frequent 
problem  of  replacing  old  investments  paid  off  or  purchasing  new  securities 
to  replace  those  sold  at  a  profit  (together  with  part  of  the  profit),  the 
demand  for  new  securities  has  grown  rapidly  and  has  been  less  critical 
than  would  otherwise  have  been  the  case.  Under  these  circumstances,  it 
has  been  possible,  not  merely  for  strong  and  conservatively  managed 
investment  trusts  to  place  their  securities  readily  with  investors,  but 
also  for  other  investment  trusts,  whose  management  was  not  so  surely 
experienced  or  so  certainly  conservative,  to  make  large  headway. 

In  the  best  of  times  and  under  the  most  favorable  circumstances,  it  is 
a  difficult  and  unenviable  undertaking  to  invest  the  money  of  other 
people  to  their  satisfaction.  It  has  been  a  particularly  trying  problem 
in  recent  years,  and  the  very  circumstances  which  have  made  easy  the 
financing  of  investment  trusts  have  also  made  difficult  the  problem  of 
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the  management  of  investment  trusts  in  the  selection  of  securities  which 
would  give  adequate  yield  and  be  satisfactory  in  other  respects  as  well. 

The  rapid  rise  of  the  investment  trust  movement,  moreover,  has 
prevented  the  accumulation  of  the  experience  in  investment  trust  man- 
agement which  would  justify  us  in  looking  with  unmixed  satisfaction 
upon  the  extent  of  the  development.  The  great  movement  has  taken 
place  on  a  rising  market,  and  not  all  of  the  existing  investment  trusts  in 
the  United  States  have  had  adequate  experience  with  falling  markets 
or  periods  of  monetary  tension.  We  have  imported  a  British  idea  and 
made  a  large  scale  application  of  it  without  first  trying  it  out  over  a 
relatively  long  period  of  time  under  American  conditions. 

One  curious  development,  showing  the  difficulties  of  the  problem,  has 
been  a  certain  amount  of  buying  by  one  investment  trust  of  the  stock  of 
another. 

General  conclusions  regarding  the  investment  trust  development  are 
not  justified  at  the  present  time.  There  are  undoubtedly  strong  and 
well-managed  investment  trusts  whose  securities  are  in  every  way  worthy 
of  public  confidence.  But  it  is  perfectly  safe  to  state  that  the  investing 
public  has  not  been  sufficiently  critical  of  the  general  movement  and 
that  a  more  rigorous  study  of  the  financial  set-up,  the  policies,  the 
management,  and  the  investment  lists  of  individual  investment  trusts,  to- 
gether with  an  analysis  of  the  nature  and  sources  of  their  profits,  is  to 
be  recommended. 


Chapter  II 
SURVEY  OF  PRESENT  DEVELOPMENT 

Investment  Trusts  vs.  Holding  and  Financing  Companies. — Pre- 
ponderance oj  Corporation  Organization. — Investment  Banking  Affil- 
iations.— Market  for  Investment   Trust  Securities. — Classification. 

INVESTMENT    TRUSTS    VS.    HOLDING    AND 
FINANCING    COMPANIES 

As  MERCHANTS  Were  formerly  in  the  habit  of  financing 
a  ship's  expedition  jointly,  each  taking  part  interest  in  the 
vessel's  cargo,  so  the  investment  trust  applies  the  idea  of 
joint  ownership  to  a  group  of  securities. 

Let  us  say  that  A,  B,  and  C,  each  having  $5,000,  desire  to 
pool  their  resources  among  $15,000  worth  of  assorted  securi- 
ties. Each  takes  a  one-third  interest  in  the  joint  fund.  If 
any  one  of  the  securities  in  the  fund  were  to  prove  a  bad 
investment,  the  loss  would  be  divided  among  the  three  par- 
ticipants instead  of  falling  wholly  upon  one  person.  The 
greater  the  number  of  participants  and  the  wider  the  selec- 
tion of  securities  in  the  fund,  the  less  will  be  the  effect  of 
possible  losses  in  individual  securities.  Such,  in  principle,  is 
the  investment  trust. 

Broadly,  the  investment  trust  may  be  defined  as  an  or- 
ganization for  the  collective  investment  oj  the  junds  oj 
numerous  individuals  in  numerous  securities.  Its  cardinal 
principle  is  "diversification" — distribution  of  risk — and  the 
law  of  averages  is  its  stock  in  trade. 

These  apt  but  overworked  phrases  succinctly  describe  the 
investment  trust: 

20 
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"Investment  by  proxy." 

"Cooperative  investment." 

"Investment  insurance." 

"In  union  there  is  strength." 

"Carrying  the  eggs  in  many  baskets." 

As  refined  to-day,  the  investment  trust  has  some  kinship 
with  holding  companies,  pubhc  utility  management  com- 
panies, savings  banks,  commercial  banks,  financing  com- 
panies, land  banks,  agricultural  credit  corporations,  building 
and  loan  associations,  mortgage  companies,  and  insurance 
companies.  All  these  represent  a  pooling  of  capital,  but  they 
differ  from  the  investment  trust  in  conception.  The  hold- 
ing company  or  public  utility  management  company,  like 
the  investment  trust,  has  its  assets  in  the  form  of  securities 
of  other  companies,  but  it  differs  from  the  investment  trust 
in  that  it  holds  actual  or  potential  managerial  control  of 
the  companies  whose  stocks  it  owns.  Especially  in  the  field 
of  public  utilities  and  financial  institutions,  numerous  hold- 
ing companies  are  in  evidence. 

The  savings  bank  and  the  commercial  bank  invest  the 
money  of  their  depositors  largely  in  securities  and  are  thus 
similar  to  investment  trusts.  Financing  companies,  land 
banks,  agricultural  credit  corporations,  building  and  loan 
associations,  and  mortgage  companies  issue  their  own  securi- 
ties against  an  assortment  of  investments,  whether  in  securi- 
ties or  real  estate.  Insurance  companies  devote  the  pre- 
miums paid  by  policyholders  to  investment  in  securities. 
The  true  difference  between  these  various  institutions  and 
the  investment  trust  is  that  pure  investment  alone  is  the 
why  and  the  wherefore  of  the  latter. 

It  is  a  fact  of  common  remark  that  many  corporations 
like  Union  Pacific  Railroad  Company  and  Bancitaly  Corpo- 
ration, owning  large  blocks  of  securities  of  other  companies, 
are  pseudo-investment  trusts. 
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The  activities  of  holding  and  financing  companies,  in  par- 
ticular, require  to  be  differentiated  from  those  of  an  invest- 
ment trust.  A  holding  or  financing  company  purchases 
securities  of  other  corporations  for  the  purpose  of  gaining 
control  of  those  organizations,  of  managing  them  or  promot- 
ing them.    The  investment  trust  does  none  of  these  things. 

There  is  no  clear-cut  dividing  line  between  the  holding 
or  financing  company  and  the  investment  trust.  Each  may 
overlap  on  the  province  of  the  other.  For  general  purposes, 
it  may  be  said  that  the  investment  trust  purchases  securi- 
ties for  the  purpose  of  creating  an  investment  which  shall 
constitute  the  main  source  of  income,  and  that  such  pur- 
chases shall  be  for  investment  only — not  for  the  acquisition 
of  controlling  interests  nor  primarily  for  resale. 

It  is  argued,  with  good  reason,  that  holding  and  financing 
company  activities  do  not  mix  well  with  the  functions  of 
an  investment  trust.  The  main  purpose  of  pure  investment 
may  be  lost  sight  of  in  the  managerial  view  which  accom- 
panies control  of  other  companies  or  with  the  extension  of 
credits  to  such  companies.  The  true  training  of  investment 
trust  executives  does  not  embrace  management  of  industrial 
enterprises  or  the  financing  thereof. 

While  some  enterprises  fall  within  a  debatable  ground  be- 
tween investment  trusts  and  holding  or  financing  companies, 
others,  whether  intentionally  or  unintentionally,  falsely  are 
called  investment  trusts.  Neither  Massachusetts  Utilities 
Investment  Trust  nor  Commercial  Investment  Trust  Cor- 
poration is  in  fact  an  investment  trust.  The  former  was 
organized  to  acquire  control  of  electric  light  and  power  com- 
panies in  Massachusetts,  while  the  latter  is  engaged  in  financ- 
ing instalment  sales. 
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PREPONDERANCE     OF     CORPORATE 
ORGANIZATION 

Usually  the  investment  trust  operates  as  a  corporation. 
The  same  functions,  however,  may  be  performed  by  a  joint- 
stock  association,  common  law  association  or  ''Massachu- 
setts trust" — conceivably  even  by  a  partnership  or  individ- 
ual. Thus,  one  respected  investment  trust,  the  Alexander 
Fund,  is  described  merely  as  "an  informal  agency,  with  the 
participants  as  clients  and  the  manager  as  agent."  In  refer- 
ring to  corporations,  it  is  here  intended  to  embrace  com- 
panies or  groups  which  create  investment  trusts,  although 
the  investment  trusts  may  not  themselves  be  corporations 
but  may  be  the  result  of  contract. 

Cogent  reasons  have  favored  incorporation  of  investment 
trusts.  The  greater  familiarity  of  the  American  investor 
with  the  corporate  form  of  organization  is  a  powerful  in- 
fluence; also,  the  fact  that  corporations  generally  find  it 
easier  to  qualify  under  the  "Blue  Sky"  laws — a  form  of  leg- 
islation which  exists  in  most  states,  requiring  that  security 
issues  be  specifically  approved  by  public  officials  before  being 
offered  to  investors. 

Many  states  will  not  grant  to  an  unincorporated  enter- 
prise the  free  rein  allowed  corporations;  hence,  the  unin- 
corporated investment  trust  is  handicapped  in  seeking  the 
participation  of  investors  on  a  national  scale.  The  unincor- 
porated investment  trust  also  has  the  disadvantage,  in  some 
states,  that  its  participants  may  be  held  liable  for  debts  of 
the  enterprise.  The  laws  of  most  states  require  the  life  of 
unincorporated  associations  to  be  definitely  limited. 

Offsetting  these  disadvantages,  the  unincorporated  invest- 
ment trust  has  the  advantage  of  greater  flexibility  and 
smaller  initial  expense.     It  is  not  subject  to  the  statutes 
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governing  corporations.  It  need  not,  for  example,  file  papers 
required  for  incorporation  nor  secure  from  governmental 
authorities  an  amendment  to  its  organization  certificate 
when  it  desires  to  authorize  additional  stock. 

While  investment  trusts  formed  in  earlier  years  of  the 
movement  were  frequently  unincorporated,  the  recent  tend- 
ency has  been  overwhelmingly  toward  the  corporate  form. 
Several  investment  trusts,  originally  unincorporated,  sub- 
sequently have  taken  out  corporate  charters.  An  outstand- 
ing example  is  the  International  Securities  Trust  of  America, 
which  was  organized  in  1921  and  became  in  1927  the  Inter- 
national Securities  Corporation  of  America. 

Regulation  of  investment  trusts  by  the  various  states,  if 
it  should  become  general,  would  practically  eliminate  unin- 
corporated investment  trusts  from  the  picture.  The  diffi- 
culty of  exercising  public  surveillance  over  unincorporated 
bodies,  the  existence  of  which  is  not  in  any  way  dependent 
upon  governmental  authority,  would  rule  out  regulation  of 
this  group.  To  avail  themselves  of  the  prestige  attendant 
upon  public  supervision,  therefore,  nearly  all  investment 
trusts  would  probably  incorporate. 

Investment  trusts  have  taken  out  charters  in  most  of  the 
states — notably  in  California,  Colorado,  Delaware,  Mary- 
land, Massachusetts,  New  Jersey  and  New  York.  Appar- 
ently the  most  popular  states  have  been  New  York,  Dela- 
ware, and  Maryland,  the  last  two  partly  on  account  of  the 
relatively  small  fees  required  for  incorporation  therein.  There 
is  no  necessary  connection  between  the  state  of  incorporation 
and  the  home  office. 

To  date,  investment  trust  charters  have  been  secured  only 
under  the  general  incorporation  laws  of  the  various  states. 
It  is  conceivable  that  in  time  laws  may  be  passed  which 
will  permit  incorporation  under  the  state  banking  acts,  but 
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under  practically  all  existing  laws  such  incorporation  would 
be  an  impossibility. 

One  investment  trust,  the  First  Federal  Foreign  Invest- 
ment Trust,  has  availed  itself  of  the  provisions  of  Section 
25-A  of  the  Federal  Reserve  Act,  popularly  known  as  the 
Edge  Act.  That  law,  passed  in  1919,  allows  the  organiza- 
tion of  investment  trusts  under  national  charter  but  con- 
templates that  such  enterprises  invest  in  obligations  or  stock 
of  corporations  engaged  in  foreign  business,  thus  virtually 
excluding  the  purchase  of  domestic  securities.  The  Edge 
Act  also  provides  that  a  corporation  organized  thereunder 
shall  have  a  subscribed  capital  of  at  least  $2,000,000.  These 
requirements,  coupled  with  general  lack  of  familiarity  on  the 
part  of  the  public  concerning  the  Edge  Act,  have  discouraged 
the  formation  of  investment  trusts  under  Federal  auspices. 

INVESTMENT    BANKING    AFFILIATIONS 

About  sixty  per  cent  of  the  investment  trusts  are  under 
the  control  of  investment  banking  houses,  and  another  ten 
per  cent  are  affiliated  with  banks  and  trust  companies.  That 
relationship  is  so  important  that  on  numerous  occasions  the 
investment  trust  is  identified  in  the  public  mind  by  the 
name  of  its  banking  or  underwriting  affiliation  or  fiscal  agent 
rather  than  by  its  own  name. 

Included  in  the  roster  of  financial  houses  affiliated  with 
investment  trusts  are  many  highly  respected  names.  Among 
them  are  member  firms  of  the  New  York  Stock  Exchange, 
members  of  the  Investment  Bankers  Association  of  America, 
national  banks,  and  trust  companies.  The  long  list  of  in- 
vestment banking  houses  which  deal  in  investment  trust 
issues  also  contains  impressive  names.  The  influence  of 
such  affiliations  should  be  beneficial  to  the  investment  trust 
movement. 
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Much  has  been  made  of  the  dangers  supposed  to  lurk  in 
the  financial  affiliations  of  investment  trusts.  Professor  W. 
Z.  Ripley  of  Harvard,  famous  for  his  anti-Wall  Street  cru- 
sades, has  written  in  his  book,  Main  Street  and  Wall  Street: 

There  is  danger  that  the  trusts  themselves  will  be  subordinated  to  the 
interest  of  investment  banking  houses. 

I  have  in  mind  one  such  with  a  capital  of  $5,000,000  representing  the 
worth  of  securities  which  will  be  held  for  the  public  who  participate. 
But  in  this  particular  trust  the  entire  control  rests  in  the  hands  of  Class 
B  stockholders.  This  voting  management  is  constituted  solely  of  partners 
in  the  banking  house. 

Other  details  of  the  technique  of  this  establishment  clearly  point  to 
the  conclusion  that  this  is  substantially  a  device  for  enabling  bankers  to 
borrow  money  from  the  public  at  a  low  rate  of  interest,  in  order  to 
finance  their  syndicate  underwriting  operations  in  other  directions. 

One  must  expect  that  such  abnormalities  will  develop  out  of  this 
movement.  To  keep  the  situation  wholesome,  there  should  be  a  rigid 
separation  of  these  investment  trusts  from  the  business  of  promotion  or 
of  the  marketing  of  securities.  The  lack  of  such  separation  is  a  very 
real  danger. 

After  all,  it  is  just  as  possible  for  the  investment  trust 
idea  to  be  abused  by  private  individuals  as  by  investment 
bankers.  There  is  no  more  to  stop  a  private  individual  in 
charge  of  an  investment  trust  from  buying  a  block  of  securi- 
ties and  selling  it  to  the  investment  trust  at  a  profit  to  him- 
self, than  there  would  be  to  prevent  an  investment  banker 
from  doing  the  same  thing.  Investment  bankers,  on  the  other 
hand,  may  bring  to  the  investment  trust  the  fruits  of  an 
experience  and  technique  which  the  enterprise  could  not 
otherwise  have.  The  key  to  the  situation,  it  would  appear, 
is  not  in  the  vocation  of  the  directors  but  in  their  ability  and 
responsibility. 

A  small  but  relatively  important  handful  of  investment 
trusts  are  controlled  by  professional  investment  trust  man- 
agers not  connected  with  investment  banking.  Such  com- 
panies or  individuals  constitute  a  new  profession.    American 
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Founders  Trust,  Scudder,  Stevens  &  Clark,  and  Parker  & 
Putnam  assist  in  the  formation  and  operation  of  investment 
trusts  and  act  in  the  capacity  of  consultants  or  managers. 

In  contrast  to  those  investment  trusts  where  all  or  the 
majority  of  the  officers  are  bankers  or  investment  trust  con- 
sultants, about  twenty-five  per  cent  appear  to  be  run  by 
private  individuals.  One,  for  example,  was  formed  with  a 
board  of  nine  directors,  containing  one  person  connected 
with  a  house  dealing  in  securities,  two  manufacturers,  one 
newspaper  publisher,  one  banker,  one  consulting  engineer, 
one  business  man,  one  attorney,  and  the  remaining  member 
was  the  secretary  of  the  company  in  question. 

An  important  development  is  the  grouping  together  of 
investment  trusts  under  unified  control.  Motives  advanced 
for  this  tendency  are  the  economy  thus  obtainable  and  the 
fact  that  larger  administrative  organizations  may  be  sup- 
ported when  several  investment  trusts  "chip  in"  together. 
The  classic  example,  already  mentioned,  is  the  case  of  Amer- 
ican Founders  Trust,  which  owns  stock  in  and  supervises 
the  investments  of  International  Securities  Corporation  of 
America,  Second  International  Securities  Corporation,  and 
United  States  &  British  International  Company,  Ltd.  A  less 
formal  grouping  is  that  of  American  Capital  Corporation, 
Investment  Company  of  America,  and  Pacific  Investing 
Corporation.  These  three,  while  independently  organized, 
combine  in  using  the  managerial  facilities  of  the  Investment 
Research  Corporation. 

Concentration  has  also  resulted  from  the  desire,  on  the 
part  of  managers  for  established  investment  trusts,  to  form 
additional  investment  trusts  containing  new  features  or  to 
supplement  older  investment  trusts  which  have  attained 
full  growth.  For  instance,  United  States  Shares  Corpora- 
tion has  created  seven  distinct  investment  trusts.    When  in- 
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vestors  in  the  old  investment  trust  buy  into  the  new,  the 
purpose  of  wider  diversification  is  served;  new  investors, 
too,  may  be  attracted. 

The  tendency  toward  unification  of  control  is  likewise 
manifested  in  the  presence  of  many  interlocking  directorates 
— identical  individuals  serving  on  the  boards  of  several  in- 
vestment trusts.  A  recent  tabulation  showed  28  investment 
and  commercial  banking  houses  of  which  the  partners  or 
officers  were  on  the  boards  of  two  or  more  investment  trusts. 

The  tendency  toward  concentration  has  extended,  in  a 
few  instances,  to  the  absorption  of  one  investment  trust  by 
another.  Bankstocks  Corporation  of  Maryland  (organized 
in  1925)  took  over  the  Investment  Trust  of  America,  Inc. 
(organized  in  1927)  and  is  itself  now  controlled  by  Bank- 
shares  Corporation  of  the  United  States  (organized  in  1928). 
The  latter,  however,  is  not  strictly  an  investment  trust  but 
is  a  holding  company  and  the  Maryland  corporation  has  not 
lost  its  own  identity  in  the  transaction. 

In  view  of  keen  competition  which  has  developed  among 
the  various  investment  trusts  in  seeking  to  interest  inves- 
tors, a  continued  tendency  in  the  direction  of  unified  con- 
trol is  to  be  looked  for.  The  fact  that  concentration  has 
not  been  more  in  evidence  may  be  explained  by  the  degree 
to  which  the  investment  trusts  have  been  linked  up  with  in- 
vestment banking  houses.  By  availing  themselves  of  the  sta- 
tistical facilities  and  distributive  mechanism  of  their  affili- 
ated investment  banking  houses,  investment  trusts  have 
placed  themselves  in  a  stronger  competitive  position  than 
they  would  otherwise  occupy. 

MARKET   FOR   INVESTMENT   TRUST   SECURITIES 

There  is  a  broad  market  for  most  investment  trust  securi- 
ties.   They  are  not  listed  on  exchanges  as  a  rule,  but  are 
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dealt  in  "over  the  counter" — that  large,  informal  market 
which  is  comprised  of  security  dealers  in  and  out  of  New 
York.  The  "over  the  counter"  market  has  aptly  been  de- 
scribed as  an  "over  the  telephone"  market.  In  it  is  now 
included  a  substantial  group  of  brokers  who  buy  and  sell  in- 
vestment trust  securities  of  all  kinds. 

Stock  exchanges  of  New  York,  Boston,  and  Chicago  have 
been  sounded  out  informally  as  to  the  possibility  of  having 
investment  trust  securities  listed  with  them.  The  unoflScial 
attitude  of  exchange  officials  has  generally  been  opposed  to 
such  listing,  at  least  for  the  present.  It  was  felt  that  invest- 
ment trusts,  as  a  whole,  are  too  young  for  acceptance  by  the 
exchanges;  moreover,  listing  regulations  in  many  cases  pro- 
vided technical  difficulties.  It  is  not  unlikely  that  one  rea- 
son for  lack  of  enthusiasm  on  the  part  of  exchange  officials 
was  the  diminished  public  trading  in  listed  securities  which, 
it  was  thought,  investment  trusts  might  bring  about. 

Many  investment  trust  executives  have  been  opposed 
throughout  to  the  suggestion  that  their  securities  should 
be  listed.  The  over-the-counter  unlisted  market,  it  was 
held,  furnished  sufficient  room  for  trading  activities.  The 
fear  was  also  expressed  that  listing  might  lead  to  specula- 
tive activities  in  their  securities  and  indirectly  tend  to  de- 
stroy public  confidence  in  the  investment  trusts.  Not  un- 
reasonably, some  investment  trust  executives  explain  that 
an  organized  market  for  their  securities  would  constitute  a 
competitive  source  of  supply  available  to  investors  contem- 
plating the  purchase  of  such  securities. 

Although  the  investment  trust  was  first  heralded  in  this 
country  as  a  poor  man's  investment — "literally,"  as  the  New 
York  Times  phrased  it,  "enabling  the  investor  to  diversify 
the  laying  out  of  a  ten-dollar  bill" — the  fact  is  that  invest- 
ment trusts  have  found  it  desirable  in  growing  degree  to 
court  the  wealthier  investors.     Several  investment  trusts 
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were  actually  compelled  to  issue  their  securities  in  larger 
denominations  than  at  first  provided.  American  Trustee 
Share  Corporation,  which  increased  the  maximum  denomi- 
nation of  its  certificates  from  100  shares  to  5,000  shares,  is 
a  case  in  point. 

Probably  most  people  would  be  surprised  to  learn  that 
the  average  investor's  holding  of  investment  trust  securi- 
ties runs  into  several  thousand  dollars.  A  few  recent  figures 
culled  from  various  sources  bear  out  this  statement: 

Average  investor's 
holding 

Alexander  Fund $3 ,000 

American  Trustee  Share  Corporation 2,000 

General  Public  Service  Corporation 3 ,400 

Insuranshares  Corporation 2 ,  400 

International  Securities  Corp.  of  America 2,600 

Investment  Managers  Company 

Investment  Trust  Fund  A 18,500 

Investment  Trust  Fund  B 12,000 

Massachusetts  Investors  Trust 3 ,000 

Morristown  Securities  Corporation 13 ,000 

New  England  Investment  Trust 5,000 

Overseas  Securities  Co.,  Inc 6,300 

Second  International  Securities  Corp 2,300 

Security  Management  Company,  N.  Y. 

First  Investment  Fund 10 ,000 

Second  Investment  Fund 13 ,000 

U.  S.  &  British  International  Co.,  Ltd 2,500 

Wisconsin  Investment  Co 4,400 

Little  has  been  done  as  yet  to  bring  the  investment  trust 
idea  to  the  working  classes.  It  is,  nevertheless,  interesting 
to  note  that  Amalgamated  Investors,  Inc.,  is  controlled  by 
the  Amalgamated  Clothing  Workers  of  America,  an  organi- 
zation which  has  over  100,000  members.  Organizations  such 
as  trade  unions  are  invited  by  this  investment  trust  to  "ob- 
tain the  benefits  of  careful  management  for  whatever  funds 
they  may  have  available  for  investment." 

There  is  reason  to  expect  that  the  investment  trust  move- 
ment will  more  actively  interest  the  wage  earners  as  time 
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goes  on.  The  working  classes  in  America  have  plenty  of 
capital  and,  indeed,  are  most  in  need  of  the  services  which 
investment  trusts  can  render.  It  is  logical  that  wage  earn- 
ers, having  established  their  own  building  and  loan  associ- 
ations, labor  banks,  trust  companies,  life  insurance  compa- 
nies, and  credit  unions,  will  branch  out  next  into  the  field 
of  investment  trusts. 

CLASS IFICATION 

A  survey  of  American  investment  trust  development  is 
not  complete  without  presenting  a  scheme  for  classification. 
On  that  classification  will  rest  the  ensuing  discussion  of  in- 
vestment trust  forms  and  methods. 

From  the  standpoint  of  organization,  investment  trusts 
are  divided  into  two  main  groups,  here  termed  "statutory" 
and  "contractual." 

A  statutory  trust  buys  securities  for  its  own  account  and 
issues  its  own  stock  or  bonds  to  investors.  It  is  called  statu- 
tory because  the  investment  trust  relationship  exists  by  vir- 
tue of  legislative  act.  Unincorporated  investment  trusts 
operating  along  similar  lines  are  not  strictly  statutory,  but 
they  are  to  all  intents  and  purposes  the  same  and  are  for  that 
reason  included  under  this  definition. 

A  contractual  trust  is  one  wherein  the  securities  are  pur- 
chased not  for  the  account  of  a  company  or  association,  but 
for  the  account  of  an  investment  fund,  deposited  for  the 
benefit  of  investors.  The  securities  issued  in  this  case  are 
neither  stock  nor  bonds  but  are  evidences  of  participating 
interests  in  the  fund.  The  name  contractual  is  given  to 
this  form  of  investment  trust  because  it  exists  by  virtue  of 
a  legal  agreement  to  which  the  participants  are  parties. 

The  distinction  between  statutory  and  contractual  trusts 
is  best  shown  by  elaborating  the  simple  case  of  an  invest- 
ment trust  as  formed  by  three  persons.    A,  B,  and  C,  having 
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$5,000  each,  form  a  corporation.  Each  becomes  the  holder 
of  $5,000  of  common  stock  in  that  corporation.  The  total 
assets  of  $15,000  are  invested  in  a  variety  of  securities.  A, 
B,  and  C  may,  if  they  choose,  vote  to  raise  additional  capital 
by  the  issue  of  $15,000  of  bonds  or  preferred  stock  to  outside 
investors.  On  the  additional  capital,  they  must  pay  5,  6 
or  7  per  cent,  but  they  feel  that  by  wisely  investing  that 
capital  they  can  earn  more  than  enough  to  pay  bond  inter- 
est or  preferred  stock  dividends  and  leave  something  extra 
for  the  common  stock.  Such,  in  brief,  is  the  nature  of  the 
statutory  trust. 

There  is  another  way  for  A,  B,  and  C  to  organize  their 
investment  trust.  They  may  decide  simply  to  deposit  their 
funds  with  a  trust  company,  and  each  take  a  certificate  for 
a  third  interest  in  the  joint  estate.  A  corporation  is  formed 
to  supervise  and  manage  the  fund,  but  it  is  not  the  owner  of 
the  deposited  securities.  The  certificates  held  by  A,  B,  and 
C  are  in  reality  "warehouse  receipts."  The  organization 
which  they  have  created  is  a  contractual  trust. 

This  fundamental  distinction  is  a  great  aid  to  clear  think- 
ing. Few  writers  have  recognized  its  full  significance.  A 
statement  by  John  A.  Crone  in  the  New  York  World  was 
almost  unique  for  its  grasp  of  the  subject: 

The  multitudinous  varieties  of  investment  trusts,  from  the  point  of 
view  of  issuance  and  redemption  of  securities,  divide  themselves  into 
two  broad  classes.  The  one,  based  on  the  Scottish  tj'^pe  or  its  many 
variations,  creates  a  new  security  by  setting  up  the  investment  trust  as 
an  intermediary  between  the  investing  public  and  the  securities  acquired 
as  an  investment.  These  trust  securities  may  be  sold  like  any  corporate 
obligation. 

The  other,  applying  the  principle  of  joint  ownership,  issues  participa- 
tions which  must  be  turned  into  the  trust,  which  draws  out  a  certain  por- 
tion of  the  pooled  funds  for  redemption. 

Investment  trusts  may  be  classified,  too,  according  to  the 
nature  of  the  investments  which  they  make.  These  in- 
vestments represent  the  assets,  while  the  securities  issued 
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are  the  liability  and  equity  side  of  the  ledger.  The  invest- 
ments may  also  be  regarded  as  the  raw  material ;  the  securi- 
ties issued,  the  finished  product.  That  thought  probably 
was  in  the  mind  of  the  cartoonist  who  pictured  the  invest- 
ment trust  as  a  sort  of  sausage  machine.  Corporate  securi- 
ties of  all  kinds  went  into  one  end  of  the  machine  while  the 
investment  trust's  own  securities  came  outof  the  other. 

The  investment  trust's  investments  are  known  as  the  "in- 
vestment fund"  or  "portfolio."  Judged  from  the  standpoint 
of  composition  of  the  portfolio,  investment  trusts  may  be 
classified  as  follows: 

General  trusts,  which  buy  bonds  and  stocks  of  various  de- 
scriptions. 

Specializing  trusts: 

Common  stock  trusts,  which  specialize  in  the  purchase 
of  common  stocks. 

Bond  trusts,  which  specialize  in  bonds. 

Financial  stock  trusts,  which  purchase  bank  or  insurance 
stocks. 

Single  industry  trusts,  which  specialize  in  securities  of  one 
industry,  such  as  public  utilities,  oils,  rails  or  chain  stores. 

The  above  classification  is  not  by  any  means  clear-cut. 
Most  general  trusts  specialize  to  a  certain  extent  in  one 
form  of  investment  or  another.  Vice  versa,  the  investment 
trust  specializing  in  one  form  of  investment  may  hold  sub- 
stantial amounts  of  other  securities.  The  common  stock  or 
financial  stock  trust  to-day  may  be  a  general  trust  to-morrow. 

The  classification,  nevertheless,  is  important,  because  the 
investor  primarily  wants  to  know  what  he  is  buying.  It 
is  just  as  necessary  that  the  investor  should  be  informed  on 
this  subject  as  that  he  should  know,  in  purchasing  any  in- 
vestment, whether  he  is  buying  a  security  of  a  steel  com- 
pany, foreign  government  or  whatnot. 
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A  tabulation  of  American  investment  trusts  (as  of  July 
1,  1928)  brings  out  the  relative  importance  of  statutory  and 
contractual,  general  and  specializing  trusts: 

Statutory    Contractual    Total 

General  trusts 105  7  112 

Common  stock  trusts 7  21  28 

Bond  trusts 1  6  7 

Financial  stock  trusts 19  14  33 

Single  industry  trusts 14  5  19 

Total 146  53  199 

It  would  be  interesting  to  know  the  relative  amount  of 
capital  invested  in  the  various  types.  Complete  information 
on  this  score  cannot  be  obtained,  because  many  investment 
trusts,  from  competitive  motives  or  otherwise,  keep  secret 
the  figure  for  invested  capital.  The  only  available  data 
with  any  pretense  to  exhaustiveness  is  contained  in  a  re- 
port issued  by  the  attorney-general  of  New  York  in  Novem- 
ber, 1927.  The  figures  there  given  embrace  57  investment 
trusts  with  a  total  invested  capital  of  $368,000,000.  Hence 
any  conclusions  based  on  them  must  carry  some  reserva- 
tions. 

The  investigation  extended  primarily  only  to  those  invest- 
ment trusts  incorporated  or  operating  in  New  York,  and  the 
figures  published  are  by  this  time  sadly  out  of  date.  More- 
over, the  findings  embraced  eight  companies  which  are  not 
classed  by  the  writer  as  investment  trusts,  and  which  are 
excluded  from  the  following  summary. 

The  comparison  of  size  may  be  made  on  the  basis  of  en- 
tire invested  capital,  which  includes  bonds  and  preferred 
stocks  of  statutory  trusts,  or  it  may  be  made  after  elimina- 
tion of  such  bonds  and  preferred  stock.  The  latter  method 
is,  perhaps,  fairer  to  the  contractual  trusts,  since  it  is  only 
the  common  stock  of  statutory  trusts  which  bears  any  re- 
semblance to  the  contractual  trust  certificates. 

The  computation,  on  the  basis  of  the  New  York  attorney- 


SURVEY  OF  PRESENT  DEVELOPMENT  35 

general's  figures,  shows  the  following  percentage  of  invested 
capital  as  among  the  various  kinds  of  investment  trusts: 

Percentage  of  Entire  Invested  Capital 

Statutory    Contractual     Total 

General  trusts 76%  2%  78% 

Common  stock  trusts 3%  13%  16% 

Bond  trusts 3%  3% 

Financial  stock  trusts 1%  2%  3% 

Total 80%  20%  100% 


Percentage  of  Invested  Capital  After  Eliminating  Bonds  and  Preferred 
Stock  Issued  by  Statutory  Trusts 

Statutory  Contractual  Total 

General  trusts 29%                5%  34% 

Common  stock  trusts 10%              39%  49% 

Bond  trusts 8%  8% 

Financial  stock  trusts 3%                6%  9% 

Total 42%              58%  100% 

It  will  be  observed  that  these  single  groups  stand  out 
among  American  investment  trusts:  • 

Statutory,  general  trusts. 
Contractual,  common  stock  trusts. 

Statutory,  general  trusts  are  frequently  referred  to  as 
"British  type." 

Below  are  30  investment  trusts  which,  at  the  time  of  the 
New  York  attorney-general's  report,  had  been  conspicuously 
successful  in  marketing  their  securities.  The  list  includes 
those  which  had  $1,000,000  or  more  of  invested  capital: 

Alexander  Fund $1,540,400  C  General 

American  Trustee  Share  Corp 9,750,000  C  Com.  St. 

Bond  Investment  Trust 6,427 ,000  C  Bonds 

Continental  Securities  Corp 6,752,477  S  General 

Domestic  &  Foreign  Investors  Corp 3 ,050,000  S  General 

Eastern  Bankers  Corp 1 ,950,900  S  Fin. 

Financial  Investing  Co.  of  N.  Y.,  Ltd 1 ,813 ,563  S  General 

First  Federal  Foreign  Investment  Trust 4,000,000  S  General 

General  American  Investors  Co.,  Inc 9,010,(KX)  S  General 

Incorporated  Investors 3,050,557  S  Com.  St. 
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Inland  Investors,  Inc 1 ,065,650  S  Com.  St. 

Insuranshares  Corporation 4, 150,000  C  Fin. 

International  Securities  Corp.  of  America 44 ,  484 ,  970  S  General 

Investment  Bond  &  Share  Corp.  (Canadian) ....  5,750,000  S  General 

Investment  Company  of  America 10,350,000  S  General 

Investment  Managers  Company 14,762,400  C  Com.  St. 

Investors  Corporation 2,300,700  S  General 

Investors  Equity  Company,  Inc 9,255,000  S  General 

Investors  Trustee  Foundation  of  U.  S.,  Inc 1 ,350,000  C  Com.  St. 

Kidder  Participations,  Inc 10,000,000  S  General 

Massachusetts  Investors  Trust 4, 118,645  S  Com.  St. 

Morristown  Securities  Corp 1 ,993,440  S  General 

New  England  Investment  Trust,  Inc 5,520,000  C  Com.  St. 

Pacific  Investing  Corporation 3,747 ,501  S  General 

Second  International  Securities  Corp 15,500,000  S  General 

Security  Management  Company,  N.  Y 2,372,357  C  General 

Shawmut  Bank  Investment  Trust 6,000,000  S  General 

Standard  Investing  Corporation 5,935,000  S  General 

United  States  Shares  Corp 1 ,221 ,666  C  Various 

United  States  &  Foreign  Securities  Corp 30,000,000  S  General 

S  —Statutory  trust 

C  — Contractual  trust 

Com.  St. — Common  stock  trust 
Fin.         — Financial  stock  trust 

Two  additional  considerations  of  importance  with  refer- 
ence to  the  character  of  the  investment  trust  are  the  geo- 
graphical origin  of  the  securities  in  the  investment  fund  and 
the  degree  of  management  exercised  over  the  fund.  Many- 
investment  trusts  buy  securities  emanating  from  the  four 
quarters  of  the  earth.  Others  confine  themselves  largely  or 
entirely  to  American  securities  or  securities  of  one  restricted 
area. 

The  degree  of  discretion  which  may  be  exercised  in  alter- 
ing the  composition  of  the  investment  fund  runs  all  the  way 
from  complete  discretion  to  no  discretion.  Investment  trusts 
which  provide  for  wide  powers  of  management  are  sometimes 
called  "discretionary,"  "mobile,"  "open"  or  "trading"  trusts. 
Those  which  contemplate  little  or  no  management  are  vari- 
ously known  as  "closed,"  "fixed"  or  "quasi-fixed,"  "limited 
management,"  "nondiscretionary,"  "rigid"  or  "quasi-rigid" 
and  "static"  trusts. 
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Neither  the  geographical  factor  nor  the  management  fac- 
tor provides  a  satisfactory  basis  for  classification.  These 
factors  are  subject  to  too  much  variation  for  uniform  appli- 
cation. Due  space  will  be  given  to  them  in  subsequent 
chapters. 

Each  kind  of  investment  trust  has  developed  an  individual 
theory  and  appeal  to  the  investor,  and  each  has  its  place 
in  American  finance.  Axiomatically,  if  the  investment  trust 
idea  of  diversification  is  good,  then  any  investment  trust 
which  properly  applies  that  idea  itself  serves  a  useful  func- 
tion. In  the  brief  period  during  which  investment  trusts 
have  flourished  in  this  country,  there  has  been  altogether 
too  much  recrimination  and  counter-recrimination  among 
the  various  types.  Such  airing  of  differences  retards  rather 
than  promotes  the  sound  progress  of  the  movement  as  a 
whole — a  progress  in  which  each  member  of  the  industry 
has  a  vital  interest. 


Chapter  III 
STATUTORY  TRUSTS 

Similarity  to  Business  Corporations. — Capitalization  Ratios. — Bond 
Issues. — Preferred  Stock  Issues. — Common  Stock  Issues. 

SIMILARITY    TO    BUSINESS    CORPORATIONS 

The  statutory  trust  is  a  corporation  or  association  designed 
to  invest  its  own  funds  in  assorted  securities.  Among  statu- 
tory trusts  these  names  appear: 

Aldred  Investment  Trust 

Allied  International  Investing  Corp. 

American,  British  &  Continental  Corp. 

American,  London  &  Empire  Corp. 

American  &  Overseas  Investing  Corp. 

American  &  Scottish  Investment  Co. 

Bankstocks  Corporation  of  Maryland 

Beacon  Participations,  Inc. 

Columbia  Investing  Corp, 

Consolidated  Stock  &  Debenture  Co.,  Inc. 

Continental  Securities  Corp. 

Diversified  Securities  Corp. 

Financial  Investing  Co.  of  N.  Y.,  Ltd. 

First  Federal  Foreign  Investment  Trust 

First  Investment  Co. 

General  American  Investors  Co.,  Inc. 

Incorporated  Investors 

International  Securities  Corp.  of  America 

Investment  Co.  of  America 

Investors  Equity  Co.,  Inc. 
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Jackson  &  Curtis  Investment  Associates 

Kidder  Participations,  Inc.  (three  investment  trusts) 

Massachusetts  Investors  Trust 

Morristown  Securities  Corp. 

North  American  Investors  Corp. 

Old  Colony  Investment  Trust 

Old  Colony  Trust  Associates 

Overseas  Securities  Co.,  Inc. 

Pacific  Investing  Corp. 

Power  &  Light  Securities  Trust 

Railway  &  Light  Securities  Co. 

Second  Financial  Investing  Corp. 

Second  International  Securities  Corp. 

Shawmut  Association 

Shawmut  Bank  Investment  Trust 

Standard  Investing  Corp. 

Sterling  Securities  Corp. 

U.  S.  &  British  International  Co.,  Ltd. 

U.  S.  &  Foreign  Securities  Corp. 

The  statutory  trust,  like  the  railroad  or  industrial  cor- 
poration, raises  capital  by  issuing  stock  and,  frequently, 
bonds.  The  main  difference  between  the  statutory  trust  and 
the  railroad  or  industrial  corporation  is  that  the  capital  of 
the  one  is  invested  in  securities;  that  of  the  other,  in  plant 
and  equipment — rails,  factories,  and  so  forth.  Each,  how- 
ever, operates  to  carry  on  a  business  both  lucrative  and 
essential.  The  relationship  between  the  shareholders  of  a 
statutory  trust  and  the  management  is  precisely  that  be- 
tween the  shareholders  of  any  other  enterprise  and  its  man- 
agement. 

CAPITALIZATION    RATIOS 

As  in  other  corporations,  the  proportion  of  common  stock, 
preferred  stock  and  bonds  issued  by  a  statutory  trust  is  a 
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consideration  of  fundamental  importance.  Normally,  a  con- 
servative ratio  would  be: 

Bonds 50% 

Preferred  stock '. 30% 

Common  stock 20% 

100% 

On  this  basis,  if  the  proportion  of  bonds  issued  is  smaller 
than  50  per  cent,  the  proportion  of  preferred  stock  may  be 
correspondingly  increased.  Bonds  and  preferred  stock  to- 
gether, according  to  the  scheme  outlined,  should  not  exceed 
80  per  cent  of  the  capitalization,  and  the  total  stock  out- 
standing should  not  be  less  than  50  per  cent. 

A  concrete  example  will  illustrate  the  application  of  capi- 
talization ratios  in  the  investment  trust:  A  statutory  trust, 
having  an  investment  fund  of  $100,000,  creates  its  own  se- 
curities in  the  following  amounts: 

Bonds,  paying  5% $  50,000 

Preferred  stock,  paying  6% 30,000 

Common  stock,  par  $100—200  shares 20 ,  000 

$100,000 

Assuming  that  the  investment  trust,  through  skilful  man- 
agement of  the  investment  fund,  is  able  to  earn  10  per  cent 
on  the  invested  capital,  the  earnings  statement  would  be: 

Earnings  on  investment  fund $10,000 

Less  interest  on  bonds 2 ,  500 

Available  for  preferred  stock $  7,500 

Less  dividends  on  preferred  stock 1 ,800 

Available  for  common  stock $  5 ,  700 

Per  share  of  common  stock $28 .  50 

It  will  he  seen  that  this  investment  trust,  by  the  device 
of  issuing  bonds  and  preferred  stock,  is  able  to  earn  as  much 
as  28^2  pe^  cent  on  its  common  stock.    However,  applying  a 
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more  conservative  estimate  of  six  per  cent  earnings  on  the 
investment  fund,  the  income  statement  would  be: 

Earnings  on  investment  fund $6,000 

Less  interest  on  bonds 2 ,  500 

Available  for  preferred  stock $3 ,  500 

Less  dividends  on  preferred  stock 1 ,  800 

Available  for  common  stock $1 ,  700 

Per  share  of  common  stock $8 .  50 

On  this  basis,  earnings  applicable  to  the  bonds  are  2.4 
times  the  interest  requirements,  while  those  applicable  to  the 
bonds  and  preferred  stock  together  are  1.4  times  the  com- 
bined interest  and  preferred  stock  dividend  requirements. 
Those  are  satisfactory  ''margins  of  safety." 

There  are  numerous  schools  of  opinion;  some  contend 
that  a  greater  proportion  of  bonds  than  that  shown  is  de- 
sirable, while  others  favor  greater  proportions  of  preferred  or 
common  stock.  The  proportions  should  be  governed  partly 
by  the  type  of  securities  in  which  the  funds  of  the  statutory 
trust  are  invested.  If  the  investment  trust  holds  a  sub- 
stantial amount  of  bonds,  on  which  a  relatively  stable  in- 
come is  obtained,  it  can  afford  in  turn  to  issue  a  large  pro- 
portion of  securities  carrying  a  fixed  rate  of  interest  or 
dividends.  However,  if  the  investment  trust  holds  chiefly 
common  stocks,  on  which  the  income  is  variable  from  year 
to  year,  it  cannot  properly  afford  to  issue  its  own  bonds 
or  preferred  stock,  except  in  limited  amounts,  and  will  con- 
fine itself  almost  entirely  to  the  issue  of  common  stock. 

Apart  from  their  fluctuating  income,  common  stocks  fluc- 
tuate relatively  widely  in  value  and  hence  constitute  a  doubt- 
ful base  for  the  issue  of  an  investment  trust's  bonds  or 
preferred  stock.  An  investment  trust  which  invested  heavily 
in  common  stocks  and,  in  turn,  issued  bonds  in  substantial 
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amount  would  be  in  a  position  somewhat  analogous  to  that 
of  the  man  who  buys  common  stocks  on  margin. 
Another  consideration  enters  into  the  discussion  of  capi- 
talization ratios.  Presumably,  the  common  stock  issued  by 
a  statutory  trust  represents  a  third-rate  claim  on  the  in- 
vestment trust's  assets.  The  investment  trust's  bonds  rep- 
resent the  first  claim,  and  its  preferred  stock  a  second-rate 
claim.  It  is  important  that  the  claim  of  the  investment 
trust's  common  stock  be  not  represented  by  too  thin  an 
equity. 

For  example,  if  the  investment  trust  owns  common  stocks 
of  industrial  corporations,  those  common  stocks  already  prob- 
ably represent  a  third  claim  on  the  assets  of  the  industrial 
corporations;  the  investment  trust's  common  stock  then 
represents  a  fifth-rate  claim  on  the  assets  of  the  industrial 
companies.  The  order  of  precedence  under  these  conditions 
is  as  follows: 

Securities  issued  Securities  issued 

by  industrial  by  investment 
corporation  trust 

First  claim Bonds 

Second  claim Preferred  stock 

Third  claim Common  stock  Bonds 

Fourth  claim Preferred  stock 

Fifth  claim Common  stock 

The  capitalization  ratios  are  dependent  to  some  extent 
also  upon  the  rate  of  interest  or  preferred  stock  dividends 
which  the  investment  trust  is  called  upon  to  pay  in  return 
for  the  capital  received  by  it.  Assuming,  for  the  sake  of 
argument,  that  an  investment  trust  in  1920  purchased  good 
7  per  cent  bonds  maturing  after  1940,  it  was  justified  five 
years  later  in  issuing  its  own  fifteen-year  5  per  cent  bonds  in 
an  amount  greater  than  the  volume  of  7  per  cent  bonds  held 
by  it.  The  difference  between  the  return  of  7  per  cent  re- 
ceived and  the  rate  of  5  per  cent  paid  by  the  investment 


STATUTORY  TRUSTS  43 

trust  would  make  such  an  arrangement  perfectly  compati- 
ble with  safety. 

On  the  other  hand,  it  would  be  obviously  impossible  for 
an  investment  trust  to  operate  profitably  if  the  greater  part 
of  its  holdings  were  in  securities  with  a  return  of  but  4  to 
4VL>  per  cent,  while  the  greater  proportion  of  its  issued  capi- 
talization was  in  the  form  of  bonds  bearing  a  5  or  51/0  per 
cent  rate.  Under  such  circumstances,  the  best  managed 
investment  trust  would  necessarily  fail,  due  to  the  fact  that 
the  outgoing  funds  exceeded  the  income  regularly  received 
by  it. 

The  foregoing  considerations  are,  in  part,  theoretical  rather 
than  practical;  they  do  not,  for  example,  govern  a  general 
trust  which,  for  the  time  being,  may  invest  heavily  in  com- 
mon stocks,  and  which  has  a  capitalization  amply  protecting 
interest  payments  on  its  bonds  and  dividends  on  its  pre- 
ferred stock  meanwhile. 

In  all  cases  it  is  important,  for  the  protection  of  the  in- 
vestment trust's  bondholders  and  preferred  stockholders,  as 
well  as  the  common  stockholders,  that  the  common  stock 
should  represent  a  substantial  investment.  Otherwise,  the 
position  of  the  bondholders  and  preferred  stockholders  is 
weakened,  while  that  of  the  common  stockholders  is  seriously 
jeopardized.  When  there  is  little  investment  behind  the 
statutory  trust's  common  stock,  the  claim  of  the  common 
stockholders  depends  literally  "on  a  shoestring." 

The  related  question,  therefore,  arises  as  to  the  prob- 
able effect  upon  a  statutory  trust's  securities  in  the  event 
of  a  decline  in  the  market  worth  of  the  investment  fund. 
Suppose,  for  example,  that  the  value  of  the  fund  falls  from 
$100,000  to  $80,000— a  drastic  decline  of  20  per  cent.  The 
situation  might  work  out  as  shown  in  the  table  on  the  next 
page. 

The  equity  behind  the  investment  trust's  bonds  would 
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Capitalization 
Before  the  decline: 

Bonds $50,000 

Preferred  stock 30,000 

Common  stock  ($100  par)  200  shares 20,000 

After  the  decline: 

Bonds $50,000 

Preferred  stock 30,000 

Common  stock  ($100  par)  200  shares 20,000 


Value  of  assets  be- 
hind the  investment 
trust's  securities 

$100,000 
50,000 
20,000 


80,000 
30,000 
nil 


have  shrunk  by  20  per  cent;  behind  the  preferred  stock, 
by  40  per  cent;  behind  the  common  stock,  by  100  per  cent. 
The  value,  if  any,  of  the  common  stock  would  be  dependent 
entirely  upon  its  earning  prospects. 

The  reverse  would  occur  in  the  event  of  an  increase  in  the 
value  of  the  portfolio,  and  the  equity  behind  the  common 
stock  would  then  rise  faster  than  the  worth  of  the  invest- 
ment fund.  Of  course,  the  price  of  statutory  trust  shares, 
under  normal  conditions,  does  not  vibrate  in  perfect  sym- 
pathy with  the  worth  of  the  assets  behind  them,  but  is  sta- 
bilized to  some  degree  by  regularity  of  earnings  and  divi- 
dends, if  any,  paid  by  the  investment  trust. 

BOND    ISSUES 

Nearly  all  of  the  statutory  trusts  have  taken  advantage 
of  the  powers  inherent  in  their  form  of  organization  by  issu- 
ing two  or  more  classes  of  stock  as  well  as  bonds.  A  few 
statutory  trusts,  such  as  Incorporated  Investors,  Inland  In- 
vestors, Inc.,  and  Massachusetts  Investors  Trust,  have  only 
one  class  of  security  outstanding,  in  the  form  of  common 
stock  or  its  equivalent.  They  are,  as  might  be  expected,  com- 
mon stock  trusts. 

All  the  forms  and  devices  developed  by  the  ingenuity  of 
American  financiers  in  the  realm  of  corporate  finance  are  ap- 
plicable to  the  securities  created  by  a  statutory  trust.    The 
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typical  forms  of  securities  issued  are  well  represented  in 
the  capitalization  of  International  Securities  Corporation 
of  America  as  of  November  30,  1927  (after  giving  effect  to 
new  financing) : 

Secured  Serial  Gold  Bonds  due  1933-1943 $  1 ,  197,600 

5%  Debentures  due  1947 31,000,000 

Cumulative  Preferred  Stock,  par  $100  (3  dividend  series) 

Authorized:  250,000  shares 

Issued:  250,000  shares  25,000,000 

Class  A  Common  Stock,  no  par 

Authorized:  900 , 000  shares 

Issued:  341,859  shares  6,325,050 

Class  B  Common  Stock,  no  par 

Authorized:  600 , 000  shares 

Issued:  600,000  shares  2,222,220 


$65,744,870 


Bond  issues  of  investment  trusts  usually  take  the  form 
of  straight  debentures — obligations  secured  only  by  the  gen- 
eral credit  of  the  investment  trust.  The  debentures  are  fre- 
quently offered  with  common  stock  attached,  to  give  them 
speculative  zest — as  Wall  Street  parlance  goes,  "to  sweeten 
them."  The  common  stock  feature  may  be  in  the  form  of  a 
bonus  of  stock  presented  with  each  debenture  bond.  For 
example,  the  issue  of  $7,500,000  General  American  Investors 
Company,  Inc.,  Debentures,  Series  A  carried  warrants  under 
these  conditions: 

The  debentures  carry  non-detachable  warrants  entitling  the  holder  to 
receive  without  cost  Common  Stock  at  the  rate  of  10  shares  for  each 
SI, 000  Debenture,  on  the  record  date  for  the  initial  dividend  payable  on 
such  stock  or  earlier  at  the  option  of  the  Company.  If  any  Debentures 
are  called  for  redemption  prior  to  the  date  when  warrants  become  ex- 
changeable for  Common  Stock,  the  warrants  pertaining  to  these  Deben- 
tures may  be  detached. 

The  warrants  may  be  for  the  purchase  of  stock  on  some 
subsequent  date  at  a  given  price.  Guardian  Investors  Cor- 
poration Twenty- Year  5%  Gold  Debentures,  Series  A  were 
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issued  with  stock  purchase  warrants  (detachable  after  May 
1,  1929,  unless  previously  declared  detachable  by  resolution 
of  the  Board  of  Directors)  entitling  the  holders  to  purchase 
ten  shares,  in  the  case  of  a  $1,000  Debenture,  and  five  shares, 
in  the  case  of  a  $500  Debenture,  of  common  stock  at  $15  per 
share  at  any  time  up  to  and  including  May  1,  1930,  and 
thereafter  at  $20  per  share  up  to  and  including  May  1, 
1933. 

Or  the  debentures  may  be  made  convertible  into  preferred 
stock  carrying  a  higher  return,  or  into  common  stock. 
American  &  Overseas  Investing  Corporation  Five- Year  5% 
Convertible  Participating  Debenture  Bonds  are  convertible 
into  participating  preferred  stock,  carrying  $6  cumulative 
dividends,  at  100.  This  issue  is  exceptional  in  that  it  also 
participates  in  net  earnings  available  for  the  corporation's 
common  stock. 

The  common  stock  feature,  whatever  form  it  takes,  is 
often  put  in  so  that  the  bonds,  being  more  attractive  to 
investors,  may  be  sold  at  higher  prices  or  in  larger  blocks 
than  would  reasonably  be  warranted  by  a  consideration  of 
assets  and  earnings  alone. 

Collaterally  secured  bonds,  having  certain  specific  securi- 
ties pledged  for  the  payment  of  principal  and  interest,  were 
introduced  as  an  experiment  in  the  earlier  years,  but  are 
now  less  frequently  issued.  A  recent  illustration  of  collater- 
ally secured  bonds  was  the  issue  of  $2,000,000  American 
European  Securities  Company  Collateral  Trust  Thirty- Year 
Sinking  Fund  5%  Gold  Bonds,  Series  B.  Under  a  trust 
indenture,  they  were 

secured  by  pledge  with  Guaranty  Trust  Company  of  New  York  as  Trus- 
tee, of  marketable  securities  of  corporations  organized  in  the  United 
States  of  America  having  an  aggregate  market  value  at  all  times  at 
least  25%  in  excess  of  the  principal  amount  of  Collateral  Trust  Bonds, 
Series  B,  outstanding.  The  Company,  upon  depositing  with  the  Trustee 
bonds  of  this  issue  or  cash  equal  to  the  face  amount  thereof,  will,  however, 
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have  the  right  to  withdraw  a  proportionate  amount  of  collateral.  The 
Trust  Indenture  provides  for  a  sinking  fund  sufficient  to  retire  §20,000 
principal  amount  of  bonds  each  year  commencing  with  the  year  1939. 

The  chief  motive  for  creating  collaterally  secured  bonds 
was  a  feeling  that  investors  would  regard  such  issues  as  hav- 
ing greater  safety  than  debentures.  A  disadvantage  is  that 
fees  must  be  paid  to  the  trust  company  which  holds  the  col- 
lateral. Furthermore,  the  arrangement  is  apt  to  be  incon- 
venient in  the  event  that  the  investment  trust  desires  to 
change  the  composition  of  the  deposited  securities.  Pro- 
vided that  reasonable  safeguards  are  furnished,  such  as  that 
bonds  shall  not  be  issued  to  an  extent  greater  than  50  per 
cent  of  the  investment  fund,  debentures  of  investment  trusts 
are  just  as  safe  as  collaterally  secured  bonds. 

No  common  stock  feature,  as  a  rule,  accompanies  col- 
laterally secured  bonds  issued  by  an  investment  trust. 

Investment  trust  bonds,  whichever  shape  they  take,  carry 
an  interest  rate  of  5  per  cent;  less  frequently,  4i/4  or  5iA  per 
cent.  Twenty  or  twenty-five  years  is  the  usual  term,  al- 
though there  have  been  isolated  instances  of  short-term 
notes,  such  as  Financial  Investing  Company  of  New  York, 
Ltd.,  Five  Per  Cent  Notes  due  1930,  and  long-term  issues, 
such  as  Aldred  Investment  Trust  Four  and  One-Half  Per 
Cent  Debentures  due  1967. 

The  bonds  are  usually  callable  by  the  investment  trust 
at  a  certain  figure.  That  provision  enables  the  investment 
trust  to  refund  its  obligations  at  a  lower  interest  rate  if  the 
opportunity  arises.  Aldred  Investment  Trust  41/^%  deben- 
tures are  callable  at  107  up  to  December  1,  1937,  the  premium 
decreasing  one  per  cent  thereafter  during  each  five-year 
period.  Frequently,  bonds  are  issued  in  series,  differing  from 
one  another  with  respect  to  some  minor  details.  Sinking 
funds  are  not  very  common  in  connection  with  investment 
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trust  bonds.     The  same  purpose  is  occasionally  served  by 
dating  the  maturities  serially. 

An  unusual  case  is  furnished  by  the  United  Bond  &  Share 
Corporation  Cash-Convertible  Secured  Gold  Bonds,  which 
are  all  due  five  years  from  their  respective  dates,  but  which 
may  be  converted  into  cash  before  maturity  at  the  option 
of  the  holder,  as  follows: 

The  41/0%  bonds  on  one  month's  written  notice 
The  5%  bonds  on  three  months'  written  notice 
The  51/^%  bonds  on  six  months'  written  notice 
The  6%  bonds  on  one  year's  written  notice 
For  the  convenience  of  the  holder,  a  "Bondholder's  Call  for 
Payment"  form  is  attached  to  each  bond,  to  be  used  for  the 
purpose  of  exercising  the  right  to  convert  into  cash  before 
maturity. 

PREFERRED    STOCK    ISSUES 

Preferred  stock  issues  of  investment  trusts,  with  few  ex- 
ceptions, carry  cumulative  dividends:  the  full  dividend  rate, 
if  not  paid  in  any  given  year,  must  be  paid  up  before  divi- 
dends can  be  declared  on  the  common  stock.  Typical  is  the 
First  Preferred  Stock  of  American,  British  and  Continental 
Corporation — 100,000  shares  without  par  value — which  is 
preferred  as  to  cumulative  dividends  of  $6  per  share  an- 
nually and  as  to  assets  up  to  $100  per  share. 

Patently,  the  issue  of  a  non-cumulative  preferred  stock 
might  open  the  way  to  abuse.  The  common  stockholders, 
if  in  control,  would  be  enabled  to  withhold  dividends  on  the 
preferred  stock,  even  if  earned,  and  to  share  disproportion- 
ately in  dividends  declared  in  subsequent  years. 

Occasionally,  preferred  stock  is  entitled  to  participate 
with  common  stock  in  excess  earnings  after  a  given  rate  has 
been  paid  on  the  latter.    It  is  then  technically  a  "partici- 
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pating  preference"  stock.  United  Bond  &  Share  Corporation 
has  a  participating  preference  stock  entitled  to  non-cumula- 
tive dividends  of  $2  per  share,  and  after  the  same  amount 
has  been  paid  per  share  of  common  stock  the  preference  is- 
sue participates  in  earnings  equally  with  the  common  stock. 

Like  debenture  issues,  but  more  frequently,  preferred 
stocks  are  offered  with  common  stock  attached.  Guardian 
Investors  Corporation  First  Preferred  Stock,  $6  Dividend 
Series,  was  offered  in  units  of  one  share  of  preferred  and  one- 
half  share  of  common  at  $100  per  unit.  The  Second  Pre- 
ferred Stock,  $3  Dividend  Series,  of  the  same  company  was 
offered  in  units  of  one  share  of  preferred  and  one-half  share 
of  common  at  $50  per  unit.  Not  infrequently,  the  preferred 
stock  of  a  new  investment  trust  is  offered  together  with 
common  stock  in  the  form  of  allotment  certificates,  which 
tie  up  the  preferred  with  the  common  stock  for  a  year  or  so. 
If  the  enterprise  promises  to  be  successful,  the  common  stock 
is  likely  to  be  the  more  popular,  but  under  these  conditions 
the  common  stock  cannot  be  bought  without  the  preferred 
stock;  hence  the  price  of  the  preferred  is  automatically  bol- 
stered in  the  interim  during  which  the  investment  trust  is 
getting  on  its  feet. 

Or  the  preferred  stock  may  be  convertible  into  common 
stock.  Intercontinental  Investment  Corporation  Preferred 
Stock  is  convertible  at  any  time  into  common  stock  in  the 
ratio  of  four  shares  of  common  for  each  share  of  preferred. 

Preferred  stocks  ordinarily  carry  a  dividend  rate  of  6 
per  cent;  sometimes,  5Mi,  ^¥2  or  7  per  cent.  The  dividend 
rate,  in  the  case  of  no  par  value  stocks,  is  translated  into  dol- 
lars: thus,  the  dividend  rate  is  $6  on  the  no  par  value  pre- 
ferred stock  of  Guardian  Investors  Corporation  sold  at  $100, 
and  $3  on  another  issue  of  the  same  company  sold  at  $50. 

Preferred  stocks  may  or  may  not  be  callable.  American, 
British  &  Continental  Corporation  Preferred  Stock  is  call- 
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able  by  the  company  at  $105  per  share  up  to  December  1, 
1930^  and  at  $102  thereafter.  An  unusual  case  of  a  preferred 
stock  redeemable  at  the  option  of  the  holder  is  AflSliated  In- 
vestors, Inc.,  Preferred  Stock,  Series  A,  which  was  offered 
in  units  of  one  share  of  preferred  and  one  share  of  common 
at  $105.  The  holder  may  upon  30  days'  notice  surrender 
a  unit  and  receive  $105  in  exchange  therefor. 

There  may  be  two  or  more  classes  of  preferred  stock,  each 
with  different  privileges.  Investors  Equity  Company,  Inc., 
has  a  $6  Dividend  Cumulative  Preferred  Stock,  Series  A,  and 
a  $5.50  Dividend  Cumulative  Preferred  Stock,  Series  B.  The 
Series  A  shares  are  preferred  as  to  assets  up  to  $110  and 
Series  B  up  to  $105.  Preferred  stock  is  almost  invariably 
nonvoting,  except  in  the  event  of  default  in  dividend  pay- 
ments. 

COMMON     STOCK     ISSUES 

Common  stock  is  most  frequently  of  no  par  value.  It  is 
entitled  to  all  earnings  after  bond  interest  and  preferred 
stock  dividends,  except  when  there  is  an  issue  of  participat- 
ing preferred  stock  which  shares  in  the  excess  earnings.  The 
common  stock  may  go  under  another  name.  To  illustrate. 
Power  &  Light  Securities  Trust  Shares  of  Beneficial  Inter- 
est are,  in  fact,  common  stock. 

Occasionally,  the  common  stock  is  divided  into  Class  A 
and  Class  B  common  or  into  common  stock  and  founders' 
shares.  The  Class  B  stock  or  founders'  shares,  as  the  case 
may  be,  then  represent  more  nearly  a  true  common  stock, 
while  the  other  class  is  similar  to  a  participating  preference 
stock.  Second  International  Securities  Corporation  Class  A 
Common  Stock  is  entitled  to  preferential  dividends  of  $2.50 
per  share,  to  an  additional  $1.50  per  share  after  $1.50  has 
been  paid  on  the  Class  B  stock,  and  participates  share  and 
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share  alike  after  an  additional  $2.50  has  been  paid  on  Class 
B  shares.  While  the  Class  A  shares  of  Second  International 
Securities  Corporation  are  non-cumulative  as  to  dividends, 
it  is  provided  that  the  distributable  assets,  in  liquidation, 
must  be  divided  in  two  parts  in  proportion  to  the  respective 
total  amounts  paid  in  on  Class  A  and  Class  B  shares,  and 
distributed  pro  rata.  Hence  the  rights  of  the  Class  A  stock- 
holders are  adequately  safeguarded  in  the  event  of  dividends 
being  earned  and  not  paid. 

Shares  are  issued,  for  the  most  part,  fully  paid  and  non- 
assessable. The  suggestion  has  been  made  that  investment 
trusts  which  buy  securities  entailing  liability  should  not  is- 
sue their  own  shares  fully  paid.  For  example,  an  invest- 
ment trust  buying  national  bank  stocks  is  exposed  to  double 
liability  on  those  stocks.  If  such  an  investment  trust  issues 
its  shares  50  per  cent  paid,  the  remainder  being  subject  to 
call  for  payment,  there  is  created  a  reserve  which  may  be 
drawn  upon  to  meet  possible  obligations  arising  through  this 
liability  on  stocks  purchased  by  the  investment  trust. 

However,  the  issue  of  partly  paid  shares  is  unpopular  be- 
cause it  calls  attention  to  a  liability  on  the  part  of  investors 
which  they  would  fain  avoid.  The  necessity  for  issuing 
partly  paid  shares,  after  all,  depends  upon  whether  the  in- 
vestment trust  has  bondholders  or  preferred  stockholders 
whose  investment  must  be  protected.  When  there  is  a 
substantial  investment  in  common  stock  of  the  investment 
trust,  there  would  appear  to  be  ample  protection  for  the 
holders  of  the  investment  trust's  bonds  and  preferred  stock, 
without  the  device  of  issuing  common  shares  partly  paid. 
The  issue  of  partly  paid  securities  has,  nevertheless,  this 
important  advantage:  it  enables  the  investment  trust,  with- 
out the  issue  of  additional  securities,  to  finance  itself,  at 
such  time  as  favorable  opportunity  for  the  investment  of 
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capital  may  appear,  through  calling  for  payment  the  remain- 
ing instalments  due  from  investors. 

Shawmut  Association  offered  400,000  no  par  shares  at 
$50 — only  40  per  cent  of  the  subscription  price,  or  $20  per 
share,  to  be  paid  in.  The  balance  is  subject  to  call  for  pay- 
ment by  Shawmut  Association.  This  is  one  of  the  rare  in- 
stances of  shares  being  issued  partly  paid. 

In  general,  the  lowest  ranking  shares — whether  common 
stock.  Class  B  stock  or  founders'  shares — carry  full  voting 
power,  the  privilege  of  other  classes  of  stock  to  vote  being 
contingent  upon  failure  to  pay  dividends  thereon,  with  the 
exception  that  Class  A  stock  frequently  shares  full  voting 
power.  Investment  Company  of  America  is  unusual  in  that 
none  of  the  shares  carry  voting  power.  That  situation  is 
possible  only  among  unincorporated  investment  trusts. 


Chapter  IV 
STATUTORY  TRUSTS— Continued 

Stock  Ownership  by  Management. — Illustrations  o)  Investment  Trust 
Financing. — Restrictions  on  I.ssries  and  Loans. — Intermittent  Issue  of 
Securities. — Capital  Costs. — Underwriting  Activities. 

STOCK     OWNERSHIP     BY     MANAGEMENT 

Securities  which  have  been  offered  to  the  public  fre- 
quently do  not  represent  the  entire  capitalization  of  the  in- 
vestment trust.  A  substantial  block  may  have  been  reserved 
for  the  investment  trust's  sponsors  or  managers.  The  ar- 
rangement in  each  case  deserves  scrutiny.  If  the  public  buys 
bonds  or  preferred  stock  and  the  managers  retain  the  entire 
common  stock,  it  is  conceivable  that  the  latter  may  secure 
to  themselves  a  disproportionately  high  share  of  the  income 
of  the  investment  trust. 

In  the  case  of  United  States  &  Foreign  Securities  Cor- 
poration, the  managers  received  the  entire  common  stock  as 
a  bonus.  The  managers  of  American  &  Scottish  Investment 
Company,  on  the  other  hand,  purchased  common  stock  on 
the  same  terms  as  the  public.  In  some  cases,  the  managers 
receive  options  to  buy  shares  at  a  stipulated  price. 

How  the  system  of  giving  management  options  on  shares 
works  is  illustrated  by  the  old  contract  entered  into  between 
the  International  Securities  Trust  of  America  (now  Inter- 
national Securities  Corporation  of  America)  and  the  Ameri- 
can Founders  Trust,  then  its  fiscal  agent.  On  June  1,  1926, 
International  Securities  Trust  of  America  had  outstanding 
48,393  shares  of  common  stock.    The  asset  value,  as  shown 
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in  the  balance  sheet,  was  $47.54  per  share,  and  the  market 
value  $74.  American  Founders  Trust,  as  fiscal  agent,  had 
earned  up  to  that  time  rights  to  purchase  125,251-1/3  shares 
of  common  stock  of  the  International  Securities  Trust,  or 
over  two  and  one-half  times  the  whole  amount  then  out- 
standing, at  an  average  price  of  $11-1/9  per  share.  Pre- 
sumably, the  value  of  those  options,  according  to  the  well- 
known  process  for  figuring  subscription  rights,  was  in  the 
neighborhood  of  $2,000,000.  The  arrangement  of  giving  op- 
tions on  shares  to  American  Founders  Trust  was  abrogated 
in  November,  1926,  and  is  not  now  typical  among  invest- 
ment trusts. 

Stock  purchased  by  the  managers  acts  to  some  extent  as  a 
buffer  for  the  safety  of  the  investment  trust's  bonds  and  pre- 
ferred stock;  it  is  also  a  guaranty  of  good  faith  and  an  in- 
centive to  good  management.  The  managers,  under  this 
system,  are  entitled  to  a  share  of  income  somewhat  in  excess 
of  their  percentage  of  the  total  investment,  since  it  is  their 
money  which  is  subject  to  the  greater  proportion  of  risk  and 
their  ability  which  is  responsible  for  the  investment  trust's 
success. 

Reservation  of  common  stock  to  the  managers  may  also 
result  in  giving  them  potential  or  actual  voting  control. 
Whether  or  not  a  majority  of  the  voting  stock  should  be  held 
by  the  managers  is  a  moot  question.  Even  if  the  managers 
hold  a  minority  of  the  voting  stock,  they  can  usually  ex- 
ercise practical  control;  and,  if  they  are  capable,  they  need 
have  no  fear  of  being  ousted.  On  the  other  hand,  there  is 
weight  to  the  assertion  that  the  managers  should  have  ma- 
jority control,  because  it  is  on  them  that  the  odium  would 
fall  if  the  enterprise  failed.  Since  the  nonvoting  stock- 
holders, in  any  case,  are  given  a  voice  in  the  event  of  failure 
to  pay  dividends,  the  matter  does  not  appear  to  be  one  of 
primary  importance. 
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In  practice,  the  managers  put  up  about  one-fifth  of  the 
capital,  as  a  general  thing,  and  receive  on  the  average  about 
one-third  of  the  income.  That  approximate  relationship 
represents  a  sound  arrangement.  Voting  control  is  almost 
invariably  lodged  with  the  managers. 

ILLUSTRATIONS     OF     INVESTMENT 
TRUST     FINANCING 

In  the  following  illustrations,  it  has  been  assumed  that 
earnings  on  the  investment  fund  are  ten  per  cent — a  fair 
assumption  for  most  investment  trusts.  The  indicated  set- 
up refers  in  most  cases  to  the  original  capitalization,  and  is 
not  to  be  regarded  as  being  up  to  date : 

Affiliated  Investors,  Inc. 
Paid  in:  Public  Managers 

Preferred  stock $1 ,000,000 

Common  stock 50,000  $50,000 

(10,000  sh.)     (10,000  sh.) 


Total $1,050,000  $50,000 

Per  cent 96%  47o 

Apportionment  of  income: 

Preferred  stock $       60 ,000 

Common  stock 25,000  $25,000 

Total $      85,000  $25,000 

Per  cent 77%  23% 

Voting  stock 50%  50% 
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American,  .London  &  Empire  Corporation 

Public 
Paid  in: 

Preferred  stock $5,000,000 

Participating  stock 3 ,  250 ,  000 

(100,000  sh.) 
Deferred  stock 


Total $8,250,000 

Per  cent 94% 

Apportionment  of  income : 

Preferred  stock $  300,000 

Participating  stock 300,000 

Deferred  stock 

Total $  600,000 

Per  cent 69% 

Voting  stock 50% 


Managers 


$500,000 
(100,000  sh.) 

$500,000 

6% 


$275,000 

$275,000 

31% 
60% 


Beacon  Participations,  Inc. 

Paid  in:  Public  Managers 

Class  A  Part.  Pfd.  Stock $2,000,000 

Class  B  Part.  Pfd.  Stock $500,000 

Common  Stock Bonus 

(25,000  sh.) 

Total $2,000,000  $500,000 

Per  cent 80%  20% 

Apportionment  of  Income: 

Class  A  Part.  Pfd.  Stock $     150,000 

Class  B  Part.  Pfd.  Stock $  37,500 

Common  Stock 62,500 

Total $     150,000       $100,000 

Per  cent 60%  40% 

Voting  stock 100% 

Note:  Class  A  (100,000  shares)  entitled  to  cumulative  dividends  of  $1,  then 

$1  is  paid  to  Class  B  (25,000  shares),  and  balance  distributed  as  follows: 

Forty  per  cent — To  holders  of  Class  A  stock. 

Ten  per  cent    — To  holders  of  Class  B  stock. 

Fifty  per  cent  — To  holders  of  Common  stock. 
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General  American  Investors  Co.,  Inc. 

Paid  in:                                                                              Public  Managers 

Debentures $7,500,000 

Preferred  stock $1 ,500,000 

Common  stock Bonus  300,000 

(75,000  sh.)  (125,000  sh.) 

Total $7,500,000  $1,800,000 

Per  cent 81%  19% 

Apportionment  of  income: 

Debentures $     375,000 

Preferred  stock $      90,000 

Common  stock 174,000  291 ,000 

Total $     549,000  $    381,000 

Per  cent 59%  41% 

Voting  Stock 38%  62% 


Investors  Equity  Company,  Inc. 

Paid  in:  Public  Managers 

Debentures $5,000,000 

Preferred  stock 3,300,000 

Common  stock Bonus  $1 ,000 ,000 

(55,000  sh.)     (100,000  sh.) 

Total $8,300,000      $1,000,000 

Per  cent 89%  11% 

Apportionment  of  income: 

Debentures $     250,000 

Preferred  stock 180,000 

Common  stock 175,000      $    325,000 

Total $    605,000      $    325,000 

Per  cent 65%  35% 

Voting  stock 35%  65% 
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Kidder  Participations,  Inc. 
Paid  in:  Public  Managers 

Preferred  stock $5,000,000 

Common  stock 100,000  Bonus 

(37,500  sh.)     (12,500  sh.) 

Total $5,100,000 

Per  cent 100% 

Apportionment  of  income: 

Preferred  stock $    339,000 

Common  stock 128,250         $42,750 

Total $    467,250         $42,750 

Per  cent 92%  8% 

Voting  stock 75%  25% 

Note:  Preferred  stock  (par  $100)  entitled  to  dividends  of  4^%  plus  two-thirds 
of  amount  paid  per  share  on  common. 

Old  Colony  Investment  Trust 

Paid  in:                                                                                 Public  Managers 

Debentures $5,000,000 

Preferred  stock $1,000,000 

Common  stock Bonus  200 ,000 

(50,000  sh.)  (50,000  sh.) 

Total $5,000,000  $1,200,000 

Per  cent 81%  19% 

Apportionment  of  income: 

Debentures $    225,000 

Preferred  stock 60,000 

Common  stock 167,500  167,500 

Total $    392,500    $    227,500 

Per  cent 63%  37% 

Voting  stock 50%  50% 
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•    Shawmtjt  Bank  Investment  Trust 

Paid  in:                                                                                 Public  Managers 

Debentures $5,000,000 

Notes $1,000,000 

Common  stock Bonus  40 ,000 

(37,500  sh.)  (37,500  sh.) 

Total  $5,000,000  $1 ,040,000 

Percent 83%  17% 

Apportionment  of  income : 

Debentures 237,500 

Notes 60,000 

Common  stock 153,250  163,250 

Total $    390,750    $    213,250 

Per  cent 65%  35% 

Voting  stock 50%  50% 

Standard  Investing  Corporation 

Paid  in:  Public  Managers 

Debentures $4,500,000 

Preferred  stock $1 ,500,000 

Common  stock Bonus  Bonus 

(45,000  sh.)  (40,000  sh.) 

Total $4,500,000  $1,500,000 

Percent 75%  25% 

Apportionment  of  income: 

Debentures $     225,000 

Preferred  stock $       90,000 

Common  stock 151 ,000  134,000 

Total $    376,000  $     224,000 

Per  cent 63%  37% 

Voting  stock 53%  47% 

Note:  60,000  shares  of  common  stock  reserved  for  conversion  of  preferred 
stock,  owned  by  managers. 

RESTRICTIONS      ON      ISSUES      AND      LOANS 

It  is  important  to  note  that  a  capitalization  otherwise  sat- 
isfactory from  the  standpoint  of  the  investor  may  be  vitiated 
by  the  issue  of  additional  securities  in  amounts  such  as  to 
upset  the  balance  among  bonds,  preferred  stock,  and  common 
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stock,  and  the  allocation  of  income  therefrom,  or  the  rela- 
tionship of  voting  power. 

Some  statutory  trusts — such  as  the  Old  Colony  Invest- 
ment Trust  and  the  Shawmut  Bank  Investment  Trust — 
place  no  restrictions  on  the  issue  of  bonds  or  preferred  stock. 
It  rests  entirely  upon  the  management  to  see  that  a  con- 
servative policy  is  carried  out  in  those  cases.  Many  statu- 
tory trusts,  however,  have  adopted  definite  restrictions  as 
to  the  amount  of  bonds  or  preferred  stock  which  may  be 
issued.  Those  restrictions  are  to  be  found  in  the  charter, 
deed  of  trust,  by-laws  or  indenture  under  which  bonds  are 
issued. 

For  example.  International  Securities  Corporation  of 
America  provides  that  bonds  may  not  be  issued  to  an  amount 
exceeding  50%  of  the  assets.  Investors  Equity  Company, 
Inc.,  agrees  that  "it  will  not  create  any  funded  debt,  unless 
immediately  after  the  creation  thereof  the  net  assets  of  the 
company  (before  deducting  funded  debt)  are  equal  to  at 
least  1407c  of  its  funded  debt,"  which  is  to  say  that  funded 
debt  may  not  exceed  71%  of  the  assets.  Investors  Equity 
Company,  Inc.,  further  agrees  "that  if  at  any  time  its  net 
assets  (before  deducting  funded  debt)  shall  be  less  than  110% 
of  its  funded  debt,  it  will  redeem  all  the  then  outstanding 
Debentures  at  the  next  semiannual  interest  payment  date  on 
which  redemption  may  be  made." 

Similar  protective  clauses  appear  with  reference  to  the 
issue  of  preferred  stock.  North  American  Investors  Cor- 
poration stipulated  that  "no  First  Preferred  Shares  may  be 
issued  unless  the  assets  after  deducting  all  indebtedness  shall 
equal  at  least  125  per  cent  of  the  par  value  of  First  Preferred 
Shares  outstanding  and  then  to  be  issued." 

Guardian  Investors  Corporation  stipulated  that  "no  ad- 
ditional First  Preferred  Stock  may  be  issued  unless  net 
tangible  assets  are  equal  to  $140  per  share.    No  stock  having 
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preference  over  or  an  equality  with  the  First  Preferred  Stock 
may  be  authorized  without  consent  of  holders  of  two-thirds 
of  First  Preferred  Stock  outstanding." 

Restrictions  appear  also  with  respect  to  the  issue  of  com- 
mon stock  to  the  managers  for  less  than  market  value.  Under 
its  old  contract,  American  Founders  Trust  could  exercise  in 
each  year  options  on  not  more  than  10  per  cent  of  the  com- 
mon stock  of  International  Securities  Trust  of  America  then 
outstanding;  and,  after  1930,  on  not  more  than  12yo  per 
cent  of  such  common  stock  outstanding.  Thus  there  was 
provision  against  the  possibility  that  the  American  Founders 
Trust,  at  one  stroke,  might  buy  large  amounts  of  Inter- 
national Securities  shares  at  a  low  figure,  with  resultant 
dilution  in  value  of  these  shares. 

Convertibility  of  bonds  or  preferred  stock  into  common 
stock,  unless  adequately  safeguarded,  may  work  to  the  dis- 
advantage of  common  stockholders.  If,  for  example,  con- 
vertible preferred  stock  is  issued  to  the  managers,  it  should 
be  ascertained  that  the  amount  of  such  preferred  stock  is 
reasonable.  Else,  by  converting  their  preferred  stock  after 
the  investment  trust  is  under  way,  the  managers  might  ac- 
quire a  lion's  share  of  the  common  stock  and  reserve  to 
themselves  the  cream  of  the  profits. 

Standard  Investing  Corporation  $6  Preferred  Stock,  held 
by  the  managers,  was  made  convertible  into  common  stock 
in  the  ratio  of  four  shares  of  common  for  one  share  of  pre- 
ferred. In  that  case,  the  investors  holding  common  stock 
were  protected  by  limitation  of  the  issue  of  this  preferred 
stock  to  15,000  shares,  so  that  not  over  60,000  shares  of  com- 
mon could  be  issued  to  the  managers  in  conversion. 

It  may  be  perfectly  possible  for  an  investment  trust  to 
mitigate  the  effects  of  a  sound  capitalization  by  contracting 
bank  loans  in  excessive  amounts,  and  thus  jeopardize  the 
position  of  the  stockholders.    Bank  loans  may  be  contracted 
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with  considerable  ease,  and  they  require  no  authorization  on 
the  part  of  stockholders,  such  as  is  required  for  an  issue  of 
bonds.  Bank  loans,  moreover,  are  for  a  short  term.  The 
bank  may  fail  to  renew,  with  the  result  that  the  investment 
trust  is  suddenly  forced  to  liquidate  a  part  of  its  investment 
fund,  perhaps  on  unfavorable  terms,  in  order  to  meet  its 
indebtedness  to  the  bank. 

The  principle,  therefore,  is  clear  that  an  investment  trust 
should  not  contract  bank  loans  except  temporarily  for  the 
purpose  of  taking  advantage  of  immediate  investment  op- 
portunities; and  then  only  with  a  view  to  raising,  as  soon 
as  may  be,  the  money  needed  to  pay  off  bank  loans  through 
the  issue  of  bonds  or  stock.  In  most  cases,  10  per  cent  of  the 
investment  fund  would  seem  to  be  a  conservative  limit  for 
the  extent  to  which  bank  loans  should  be  contracted,  with 
the  exception  that  a  larger  amount  may  sometimes  appropri- 
ately be  contracted  for  temporary  purposes.  Considerations 
affecting  the  propriety  of  an  investment  trust's  bonded  debt 
apply  with  equal  force  to  the  propriety  of  bank  loans. 

Old  Colony  Investment  Trust  and  Shawmut  Bank  Invest- 
ment Trust  place  no  restrictions  on  bank  loans,  it  being  left 
to  the  managers  to  maintain  reasonable  limits  in  this  regard. 

International  Securities  Corporation  of  America  agrees 
that  it  will  not  create  or  assume  any  temporary  indebtedness, 
"if  upon  the  creation  or  assumption  thereof  the  total  out- 
standing temporary  indebtedness,  as  so  defined,  of  or  as- 
sumed by  the  Company  would  exceed  an  amount  equal  to 
ten  per  cent  of  the  sum  of  the  current  resources  of  the  com- 
pany .  .  .  and  the  fair  market  value  of  all  securities  owned 
by  the  company  and  pledged  as  security  for  temporary  in- 
debtedness as  so  defined;  and  that  it  will  not  mortgage  or 
pledge  or  create  any  lien  on  any  of  its  assets  as  security  for 
any  temporary  indebtedness,  as  so  defined,  unless  the  current 
resources  of  the  Company  .  .  .  shall,  on  the  making  of  such 
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mortgage  or  pledge  or  the  creation  of  such  lien,  be  equal  to 
at  least  200%  of  the  aggregate  principal  amount  of  all  funded 
indebtedness." 

The  maximum  short-term  indebtedness  is  placed  at  25  per 
cent  of  assets  by  United  States  &  British  International  Com- 
pany, Ltd.,  and  at  40  per  cent  by  Inland  Investors,  Inc.  In 
the  latter  case,  a  comparatively  high  ratio  of  bank  loans  is 
perhaps  permissible  because  the  only  securities  issued  by  the 
company  are  common  stock. 

INTERMITTENT     ISSUE     OF     SECURITIES 

By  nature,  statutory  trusts  sell  their  securities  at  intervals 
in  fixed  amounts.  The  raising  of  new  capital  is  timed,  on 
the  one  hand,  by  the  opportunity  for  favorable  investment 
of  the  funds  received ;  on  the  other  hand,  by  the  opportunity 
for  obtaining  capital  on  easy  terms.  Since  most  investment 
trusts  have  issued  their  bonds  and  preferred  stock  during  a 
period  of  relatively  high  security  prices,  it  is  evident  that  the 
latter  motive — that  of  obtaining  capital  on  easy  terms — has 
predominated. 

When  bonds  have  been  issued  to  the  full  extent  provided 
for  in  the  original  capitalization,  a  new  issue  must  be  au- 
thorized by  the  stockholders.  When  stock  has  been  issued 
to  the  full  amount,  an  amendment  to  the  charter  or  deed  of 
trust  must  be  secured  before  the  stock  capitalization  can  be 
expanded. 

The  statutory  trust  may  and  sometimes  does  raise  new 
capital  by  issuing  subscription  rights  to  new  stock.  But  as 
a  general  rule  it  places  its  securities  on  the  market  not  more 
than  once  or  twice  a  year. 

It  follows  that  the  statutory  trust  is  not  immediately  con- 
cerned with  finding  new  investments  for  its  portfolio,  except 
on  those  occasions  when  it  obtains  an  increase  of  capital 
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through  issue  of  its  own  securities.  At  such  times  its  prob- 
lem of  finding  an  outlet  for  the  new  capital  may  be  attended 
with  some  degree  of  diflficulty,  unless  the  investment  situa- 
tion has  been  well  worked  out  in  advance.  It  is  generally 
the  custom  for  an  investment  trust  of  the  statutory  type  to 
determine  its  investments  before  receiving  the  funds  with 
which  to  make  purchases.  If  this  be  done,  its  investment 
problem  does  not  become  unwieldy. 

However,  a  word  of  caution  is  necessary  in  regard  to  the 
subscription  of  capital  on  a  large  scale  before  investment 
facilities  are  properly  developed.  Particularly  in  cases  where 
capital  is  obtained  by  the  issue  of  bonds  bearing  a  fixed  rate 
of  interest,  it  is  necessary  tO'  find  at  once  sound  channels  of 
investment  which  will  be  profitable  to  the  investment  trust. 
A  hasty  placing  of  funds  in  order  to  keep  the  investment 
trust  from  losing  money  on  its  borrowed  capital  may  lead 
to  poor  investments  or  purchases  which,  with  more  careful 
preparation,  would  not  have  been  entered  into. 

A  handful  of  statutory  trusts,  including  some  of  those 
which  have  only  common  stock  outstanding,  have  adopted 
the  practice  of  issuing  their  securities  continuously  from 
day  to  day.  They,  obviously,  cannot  time  the  raising  of  new 
capital  so  as  to  secure  the  maximum  benefits  from  favorable 
investment  opportunities.  On  the  other  hand,  the  cost  of 
their  investments  is  certain  to  be  averaged  out  over  a  period 
of  time.  In  order  that  the  statutory  trust  may  pursue  a 
policy  of  continuous  issue,  it  must  fix  the  authorized  capital- 
ization well  in  excess  of  the  present  amount  of  securities  out- 
standing. 

CAPITAL     COSTS 

In  raising  capital,  the  investment  trust  must,  of  course, 
meet  certain  expenses — fees,  selling  commissions,  cost  of  cer- 
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tificates,  etc. — which  come  out  of  the  investor's  dollar.  Such 
costs  may  include  likewise  a  profit  to  the  organizers.  Total 
charges  for  raising  capital  will  probably  average  5  per  cent  or 
over.  Usually  an  issue  of  bonds  by  the  investment  trust  will 
cost  substantially  less;  an  issue  of  preferred  stock,  perhaps 
somewhat  more;  an  issue  of  common  stock,  considerably 
more.  Any  charge  over  10  per  cent  has  been  branded  as  ex- 
cessive. 

If  it  were  possible  to  find  out  just  how  much  of  the  money 
received  from  investors  goes  into  the  investment  fund,  it 
would  be  easy  to  determine  tho  cost  of  raising  capital  in 
each  case.  One  would  simply  subtract  the  sum  total  of 
paid-in  capital  from  the  aggregate  price  at  which  bonds,  pre- 
ferred stock,  and  common  stock  are  sold  to  the  public.  Un- 
fortunately, the  figures  are  far  from  universally  available. 

Following  are  some  reported  charges  for  raising  capital: 

Bankstocks  Corporation  of  Maryland 10     % 

Financial  Investing  Co.  of  N.  Y.,  Ltd QH% 

First  Investment  Company 10     % 

Incorporated  Investors 5     % 

International  Securities  Corp.  of  America 5     % 

Jackson  &  Curtis  Investment  Associates 2     % 

Massachusetts  Investors  Trust 6%% 

New  Jersey  Bond  &  Shareholding  Corp 9     % 

Second  International  Securities  Corp f     % 

Standard  Investing  Corp 2Vb% 

Sterling  Securities  Corp 6     % 

United  Investors  Securities  Corp 10     % 

UNDERWRITING     ACTIVITIES 

Statutory  trusts  not  infrequently  engage  in  underwriting: 
dealing  in  securities  as  wholesalers.  Being  in  constant  touch 
with  the  security  markets,  they  are  in  a  peculiarly  favorable 
position  to  carry  on  underwriting  activities  and  thus  to  make 
an  extra  profit.  The  financial  statement  sometimes  tells  the 
story.     General  American  Investors  Company,  Inc.,  in  its 
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balance  sheet  for  December  31, 1927,  had  an  item:  "Syndicate 
Participations,  $244,766." 

Underwriting  should  be  subordinate  to  the  other  interests 
of  the  investment  trust.  The  main  trouble  with  carrying 
underwriting  activities  too  far  is  that  the  holding  of  large 
blocks  of  one  security  becomes  necessary,  and  as  a  result  the 
degree  of  diversification  of  the  portfolio  is  diminished.  More- 
over, underwriting  exposes  the  investment  trust  to  the  risks 
of  investment  banking — namely,  that  the  securities  under- 
written may  not  be  readily  salable  to  the  public.  Again, 
the  managers  may  be  biased  by  the  close  connection  estab- 
lished with  the  company  wnose  securities  are  underwritten. 
If  the  company  whose  securities  are  underwritten  subse- 
quently needs  more  money,  the  temptation  is  to  advance 
the  needed  sums,  possibly  throwing  good  money  after  bad. 

Underwriting  activities,  therefore,  are  restricted  in  a  great 
many  investment  trusts.  Second  International  Securities 
Corporation  "may  incur  liabilities  in  connection  with  under- 
writing the  issuance  of  securities  of  a  character  which  it  is 
permitted  to  purchase,  .  .  .  upon  condition  that,  in  the  case 
of  the  securities  of  any  one  issuer  or  obligor  which  it  may 
own,  the  sum  of  the  liabilities  so  incurred  and  the  cost  to 
the  company  of  any  securities  of  such  issuer  or  obligor  which 
it  may  own  shall  not  exceed  twice  the  amount  which  it  is 
permitted  at  any  one  time  to  have  invested  in  such  secur- 
ities .  .  .  and  shall  not  exceed  six  per  cent  of  its  current 
resources.  .  .  .  The  aggregate  liabilities  of  the  company  in 
connection  with  underwriting  shall  at  no  time  exceed  20 
per  cent  of  its  current  resources." 

Bankers  Holding  Trust  stipulates  that  it  "shall  not  pro- 
mote any  enterprise  or  participate  in  any  syndicate,  but  shall 
buy  and  sell  securities  for  its  own  account  only,  and  shall 
not  engage  in  any  brokerage  business  of  any  kind,  being  in 
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all  effects  a  trust,  investing  its  own  money  in  securities  as 
restricted." 

An  investment  trust  should,  in  any  case,  make  known 
the  exact  extent  to  which  it  operates  as  an  underwriting  or- 
ganization. The  business  of  underwriting  is  admittedly  more 
speculative  than  that  of  investment  and  should  be  indulged 
in  only  with  the  full  knowledge  of  the  shareholders. 


Chapter  V 
CONTRACTUAL  TRUSTS 

Legal  Status  of  Contractual  Trusts. — Depositor  and  Trustee. — Han- 
dling the  Investment  Fund. — Simplicity  oj  Contractual  Trust  Struc- 
ture.— Terms  of  Certificates. 

LEGAL  STATUS  OF  CONTRACTUAL  TRUSTS 

Mainly  with  respect  to  ownership  of  the  investment 
fund,  the  contractual  trust  parts  company  with  the  statu- 
tory trust.  Whereas  the  typical  statutory  trust  holds  both 
legal  and  equitable  title  to  its  investment  fund,  in  a  con- 
tractual trust  the  certificate  holders  have  an  equitable  title 
to  the  investment  fund  and  in  some  cases  legal  title  thereto. 

A  familiar  illustration  of  the  contractual  trust  principle 
exists  in  the  case  of  a  guardian,  who  holds  legal  title  to 
property  which  he  administers  for  a  beneficiary  and  to  which 
the  beneficiary  has  equitable  title.  Another  illustration  is 
the  purchase  of  stock  by  the  client  of  a  brokerage  house :  the 
stock  may  be  registered  in  the  name  of  the  broker,  but  legal 
title  is  vested  in  the  customer.  Contractual  trusts  are  oper- 
ated on  a  plan  in  many  ways  similar  to  either  of  these 
arrangements. 

Below  is  a  representative  list  of  contractual  trust  organi- 
zations: 

Alexander  Fund 

Amalgamated  Investors,  Inc. 

American  Basic-Business  Shares  Corporation 
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American  Trustee  Share  Corp.   (two  investment  trusts) 
Association  for  Mutual  Investment 
Bond  Investment  Trust 
Bond  Investment  Trust  of  America 
Boston  Personal  Property  Trust 

Farmers'   Loan  and   Trust   Company   Investment  Fund 
(No.  1) 
Insuranshares  Corp.  (five  investment  trusts) 
Investing  Corporation  of  America 
Investment  Corporation  of  North  America 
Investment  Managers  Co.  (two  investment  trusts) 
Investment  Shares  Corp. 
Investment  Trust  of  N.  Y.,  Inc. 
Investment  Trust  Shares,  Series  A  and  B 
Investors  Trustee  Foundation  of  U.  S.,  Inc. 
Mutual  Investment  Co. 
Nation-Wide  Securities  Co. 
Philadelphia  Joint  Stock  Trust  Certificates 
Provident  Trustee  Foundation 
Securities  Fund 

Security  Management  Co.,  N.  Y.  (two  investment  trusts) 
U.  S.  Electric  Light  &  Power  Shares,  Inc. 
U.  S.  Shares  Corp.  (seven  investment  trusts) 

The  contractual  trust,  while  it  usually  is  formed  by  a  cor- 
poration, is  itself  not  a  corporation,  but  a  creature  of  con- 
tract. Generally  the  contractual  trust  comes  under  the  legal 
definition  of  a  common  law  trust — "a  right  of  property  held 
by  one  for  the  benefit  of  another  or  others."  The  person 
who  holds  the  right  of  property — legal  title — is  the  trus- 
tee, and  the  beneficiaries  are  those  for  whose  advantage  the 
trust  was  created. 

It  is  possible  for  a  contractual  trust  to  be  so  framed  as  to 
vest  legal  (as  distinguished  from  equitable)  title  to  the  in- 
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vestment  fund  in  the  certificate  holders.  The  organization 
then  created  is  not  a  common  law  trust,  but  is  evidenced 
merely  by  a  "deposit  agreement."  Thus,  the  indenture  for 
Diversified  Trustee  Shares,  Series  B  (American  Trustee  Share 
Corporation)  specifically  affirms  that  "(legal)  title  to  the 
deposited  stocks  and  securities  shall  vest  in  the  respective 
certificate  holders  in  proportion  to  their  holdings  of  certifi- 
cates." 

The  equitable  or  legal  title,  as  the  case  may  be,  is  in  no 
way  affected  by  the  circumstance  that  the  securities  in  the 
portfolio  are  held  by  and  in  the  name  of  a  trustee  or  its 
nominees. 

It  will  be  seen  that  there  is  a  superficial  resemblance 
between  the  typical  contractual  trust  and  the  unincor- 
porated statutory  trust  operating  as  a  common  law  trust. 
Given  two  common  law  trusts,  one  a  contractual  trust  and 
the  other  a  statutory  trust,  the  legal  reader  will  recognize 
the  distinction,  now  fairly  definitely  established  by  the 
courts,  as  between  a  strict  trust  and  an  association. 

Briefly,  a  strict  trust  (contractual  trust)  exists  when  both 
of  these  conditions  are  operative: 

(a)  Where  the  trustees  are  not  carrying  on  business  in 
an  organized  capacity; 

(b)  Where  the  beneficiaries  are  without  control  over  the 
operations  of  the  trustee  or  trustees. 

If  the  trustees  (a)  carry  on  a  business  or  (b)  are  subject 
to  control  by  the  beneficiaries,  a  strict  trust  (contractual 
trust)  does  not  exist.  Numerous  decisions  and  supporting 
opinions  may  be  cited.  The  language  of  the  United  States 
Supreme  Court  and  the  Treasury  Department  Regulations 
are  fairly  explicit. 

Crocker  vs.  Malley,  249  U.  S.  223,  decided  April  2,  1919: 

The  certificate  holders  are  in  no  way  associated  together  nor  is  there 
any  provision  ...  for  any  meeting  to  be  held  by  them  ...  It  would 
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be  a  wide  departure  from  normal  usage  to  call  the  beneficiaries  here  a 
joint  stock  association  when  they  are  admitted  not  to  be  partners  in  any 
sense  and  when  they  have  no  joint  action  or  interest  and  no  control  over 
the  fund  .  .  .  We  perceive  no  ground  for  grouping  the  two — bene- 
ficiaries and  trustees — together,  in  order  to  turn  them  into  an  association, 
by  uniting  their  contrasted  functions  and  powers. 

Hecht  vs.  Malley,  265  U.  S.  144,  decided  May  12,  1924: 

If  they  (the  trustees)  are  the  principals  and  are  free  from  the  control 
of  the  certificate  holders  in  the  management  of  the  property,  a  (strict) 
trust  is  created;  but  if  the  certificate  holders  are  associated  together  in 
control  of  the  property  as  principals  and  the  trustees  are  merely  their 
managing  agents,  a  partnership  relation  (association)  between  the  cer- 
tificate holders  is  created  .  .  .  The  trustees  were,  in  substance,  merely 
holding  property  for  the  collection  of  the  income  and  its  distribution 
among  the  beneficiaries  and  were  not  engaged,  either  by  themselves  or 
in  connection  with  the  beneficiaries,  in  the  carrying  on  of  any  business. 

Regulations  69,  Article  1504: 

Where  trustees  merely  hold  property  for  the  collection  of  the  income 
and  its  distribution  among  the  beneficiaries  of  a  trust  and  are  not  en- 
gaged, either  by  themselves  or  in  connection  with  the  beneficiaries,  in 
the  carr>'ing  on  of  any  business  and  the  beneficiaries  have  no  control  over 
the  trust,  although  their  consent  may  be  required  for  the  filling  of  a 
vacancy  among  the  trustees  or  for  a  modification  of  the  terms  of  the 
trust,  no  association  exists  ...  If,  however,  the  beneficiaries  have  posi- 
tive control  over  the  trust,  whether  through  the  right  periodically  to 
elect  trustees  or  otherwise,  an  association  exists  .  .  .  Even  in  the  ab- 
sence of  any  control  by  the  beneficiaries,  when  the  trustees  are  not  re- 
stricted to  the  mere  collection  of  funds  and  their  payment  to  the  bene- 
ficiaries but  are  associated  together  with  similar  or  greater  powers  than 
the  directors  in  a  corporation  for  the  purpose  of  carrying  on  some 
business  enterprise,  the  trust  is  an  association. 

Not  all  of  the  investment  trusts  now  classed  as  strict  trusts 
(contractual  trusts)  are  clearly  so.  It  is  possible  that  court 
decisions,  bearing  on  the  status  of  strict  trusts  as  against 
associations  (statutory  trusts)  for  taxation  or  other  pur- 
poses, may  lead  to  some  revision  in  a  few  cases. 


72  AMERICAN  INVESTMENT  TRUSTS 

DEPOSITOR    AND    TRUSTEE 

Commonly,  the  certificates  of  a  contractual  trust  are  issued 
under  an  indenture  or  agreement  between  a  depositor  and 
a  trust  company  as  trustee — sometimes  described  as  "de- 
positary." Technically,  they  are  usually  issued  by  the  trus- 
tee, although  they  may  be  issued  by  the  depositor.  In  the 
indenture  are  contained  all  the  terms  and  conditions  gov- 
erning the  certificates. 

By  way  of  illustration,  Investment  Managers  Company, 
a  depositor,  "instead  of  offering  its  own  securities,  sells  cer- 
tificates representing  participation  in  a  trust  fund  which  is 
managed  by  this  Company."  Thus  far,  two  funds  have  been 
created,  Investment  Trust  Fund  A  with  Central  Trust  Com- 
pany of  New  York  as  Trustee  and  Investment  Trust  Fund 
B  with  Farmers'  Loan  and  Trust  Company,  New  York, 
Trustee. 

The  function  of  the  depositor  is  to  create  the  investment 
fund  in  the  first  instance;  where  management  exists,  to  look 
after  the  sale  of  any  securities  in  the  fund  and  reinvestment 
in  other  securities;  also,  to  market  the  investment  trust  cer- 
tificates and  add  to  the  investment  fund  from  time  to  time. 
The  trustee's  function  is  primarily  one  of  custodianship  of 
the  investment  fund;  secondarily,  authentication  of  the  cer- 
tificates which  are  issued. 

It  is  important  to  bear  in  mind  this  distinction  between 
the  functions  of  the  depositor  and  the  trustee.  The  func- 
tions are  always  present,  although  in  some  cases  the  same 
body  really  acts  as  both  depositor  and  trustee,  as  in  the  case 
of  Farmers'  Loan  and  Trust  Company  Investment  Fund 
(No.  1).  Similarly,  Investment  Trust  Shares,  Series  A  and 
B,  are  issued  by  the  Chicago  Trust  Company,  Trustee,  who 
has  also  taken  over  the  main  duties  of  depositor. 
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Some  of  the  names  given  to  contractual  trust  certificates 
are  "Bankers  Shares"  (popular  in  the  early  stages  of  the 
movement  but  now  no  longer  used),  "Certificates  of  Bene- 
ficial Interest,"  "Collateral  Trustee  Shares,"  "Investment 
Trust  Certificates"  or  "Shares,"  "Participating  Certificates" 
or  "Shares,"  "Trust"  or  "Trustee  Certificates"  or  "Shares." 
The  name  may  be  prefixed  by  some  distinguishing  word,  as 
in  "Diversified  Trustee  Shares,"  "Insuranshares  Trust  Cer- 
tificates," etc. 

Empire  Trust  Company,  New  York,  has  far  and  away  more 
contractual  trust  accounts  than  has  any  other  trust  com- 
pany. Some  institutions  which  have  acted  for  two  or  more 
contractual  trusts  are:  Central  Union  Trust  Company  of 
New  York  City,  Chase  National  Bank,  Chatham  Phenix  Na- 
tional Bank  and  Trust  Company,  Chicago  Trust  Company, 
Farmers'  Loan  and  Trust  Company,  Liberty  National  Bank, 
and  United  States  Mortgage  &  Trust  Company. 

The  contractual  trust  frequently  points  to  the  fact  that 
its  investment  fund  is  deposited  with  a  trustee  as  implying 
greater  security  for  the  certificate  holder.  It  is  true  that 
the  security  behind  the  contractual  trust  certificates  has  a 
legal  status  independent  of  the  fortunes  of  the  depositor  or 
trustee,  provided  that  the  indenture  is  properly  drawn. 
Under  the  law,  no  outside  person  can  have  a  claim  against 
property  held  in  trust  or  custodianship,  even  in  the  event  of 
bankruptcy. 

Moreover,  the  watchful  eye  of  a  responsible  trust  company 
may  be  counted  upon  as  an  assurance  that  the  provisions  of 
the  indenture  under  which  certificates  are  issued  will  be 
carried  out.  This  is  notwithstanding  the  fact  that  the  trus- 
tee itself  has  no  authority  to  pass  upon  changes  in  the  port- 
folio, except  to  see  that  they  do  not  infringe  the  provisions 
of  the  indenture  under  which  it  acts. 

Since  the  public  is  apt  to  give  considerable  weight  to  the 
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name  of  the  trust  company,  provision  should  be  made  that  it 
cannot  be  displaced  at  the  mere  whim  of  the  depositor.  The 
trust  company,  of  course,  cannot  be  prevented  from  resign- 
ing if  it  chooses.  A  clause  such  as  the  following,  contained  in 
one  of  the  indentures  of  American  Trustee  Share  Corpora- 
tion, is  sufficient  to  take  care  of  this  contingency: 

The  Depositor  agrees  that  in  such  case  it  will  forthwith  appoint  a  suc- 
cessor Depositary  to  the  Depositary  so  resigning,  but  any  such  Depositary 
so  appointed  by  the  Depositor  shall  ipso  facto  be  superseded  by  a  suc- 
cessor Depositary  appointed  by  the  holders  of  Certificates  representing  a 
majority  in  amount  of  the  Diversified  Trustee  Shares,  Series  B,  then  out- 
standing. 

HANDLING    THE    INVESTMENT    FUND 

The  usual  arrangement  in  handling  the  investment  fund 
is  to  let  the  depositor  do  the  work  of  buying  and  selling  se- 
curities, the  trustee  being  called  upon  to  deliver  to  the  de- 
positor, on  order,  whatever  securities  or  funds  are  requisite 
for  the  purpose.  The  wording  of  this  provision,  as  set  forth 
for  Investment  Managers  Company  Investment  Trust  Fund 
A,  is  as  follows : 

Upon  the  receipt  by  the  Trustee  of  an  order  of  the  Company,  specify- 
ing the  cash  and/or  securities  required  to  be  paid  or  delivered  out  of 
the  Investment  Fund,  the  Trustee  shall  pay  such  cash  and/or  deliver 
such  securities  to  the  party  or  parties  designated  in  such  order  according 
to  the  terms  and  provisions  thereof.  .  .  .  The  Company  covenants 
that  it  will  not  make  any  order  for  any  payment  of  cash  and/or  delivery 
of  securities  out  of  the  Investment  Fund,  as  the  case  may  be,  except 
(a)  upon  the  redemption  of  Certificates,  .  .  .  (b)  upon  substantially 
contemporaneous  delivery  to  the  Trustee  for  account  of  the  Investment 
Fund  of  securities  in  negotiable  form  or  to  the  order  of  the  Trustee,  for 
the  purchase  of  which  such  cash  shall  be  withdrawn,  or  (c)  upon  sub- 
stantially contemporaneous  deposit  for  the  account  of  the  Investment 
Fund  of  the  net  proceeds  of  the  sale  of  securities  so  withdrawn,  but  the 
Trustee  shall  comply  with  any  order  of  the  Company  and  shall  be  under 
no  obligation,  duty  or  liability  to  ascertain  whether  or  not  such  order 
shall  have  been  made  in  compliance  with  the  provisions  hereof. 

In  a  few  cases,  the  trustee  does  the  whole  work  of  buying 
and  selling.    The  indenture  of  Colonial  Investors  Corpora- 
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tion  directs  that  "the  trustee  shall  sell  one  or  any  of  the 
underlying  stocks  if,  in  the  opinion  of  the  Directors  of 
Colonial  Investors  Corporation,  the  sale  of  such  stock  or 
stocks  enhances  the  safety  and  security  of  the  shareholders." 
The  trustee  is  also  required  to  reinvest  the  proceeds  of  such 
sale  at  the  direction  of  Colonial  Investors  Corporation. 

In  some  cases  the  sale  of  stock  dividends  and  subscription 
rights  received  for  the  account  of  deposited  property  is 
specifically  called  for  under  the  terms  of  the  indenture;  the 
depositor  then  may  have  no  part  in  the  transaction.  For  ex- 
ample, stock  dividends  and  subscription  rights  required  to 
be  sold  under  the  indentures  of  American  Trustee  Share 
Corporation  are  disposed  of  by  the  Chatham  Phenix  Na- 
tional Bank  and  Trust  Company,  Trustee  and  Depositary, 
without  passing  through  the  hands  of  the  depositor. 

SIMPLICITY  OF  CONTRACTUAL  TRUST 
STRUCTURE 

Contractual  trusts  seldom  create  more  than  one  class  of 
certificate  against  the  investment  fund.  Occasionally,  how- 
ever, two  classes  of  certificates,  known  as  Class  A  and  Class 
B  Shares,  are  issued  against  the  one  fund.  The  Class  A 
Shares,  being  entitled  to  preferential  dividends  at  a  certain 
rate,  correspond  to  preferred  stock;  the  Class  B  Shares,  to 
common  stock.  Insuranshares  Corporation,  Mutual  Invest- 
ment Company,  and  Security  Management  Company,  New 
York,  have  adopted  this  device. 

There  is  no  instance  of  bonds  being  created  on  the  security 
of  the  contractual  trust  fund.  With  rare  exceptions,  the 
indentures  under  which  contractual  trusts  are  created  pre- 
vent borrowing  of  any  kind.  Mutual  Investment  Trust  and 
Security  Management  Company,  New  York,  which  may 
contract  loans  to  an  amount  not  exceeding  40  per  cent  of 
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the  fund,  are  among  the  exceptions.    On  the  whole,  simplic- 
ity is  on  the  side  of  the  contractual  form  of  organization. 

The  structure  of  those  few  contractual  trusts  which  pro- 
vide for  two  classes  of  certificates  may  be  studied  along  the 
lines  laid  down  for  statutory  trusts.  Assuming,  as  before, 
that  10  per  cent  is  earned  on  the  investment  fund,  the  al- 
location of  income  works  out  more  or  less  as  indicated  be- 
low: 

Insuranshares  Corporation 

Public  Managers 

Paid  in  per  share  sold:* 

Class  A  shares $22 

(1  share) 

Class  B  shares Bonus       Bonus  (.18  share) 

(1  share) 

Total $22 

Per  cent 100% 

Apportionment  of  income : 

Class  A  shares $0. 60 

Class  B  shares 1.36  $0.24 

Total $1.96  $0.24 

Percent 89%  11% 

*  Approximate. 
Note:  Dividend  rate  on  Class  A  shares  is  3  to  3J/8  per  cent  on  $20  par  value; 
remainder  of  income  goes  to  Class  B  shares. 

Mutual  Investment  Company 
(Dec.  31,  1927) 

Public  Managers 

Paid  in: 

Class  A  shares $296,800 

(29,680  sh.) 

Class  B  shares $29,680 

(29,680  sh.) 

Total $296,800        $29,680 

Percent 91%  9%, 

Apportionment  of  income: 

Class  A  shares $  24,337 

Class  B  shares 8,310 

Total $  24,337        $  8,310 

Percent 75%  25% 

Note:  Class  A  shares  preferred  as  to  dividends  of  60  cents;  then  6  cents  is 
paid  in  Class  B  shares;  excess  income  distributed  share  and  share  alike. 
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Security  Management  Company  (N.  Y.) 
(December  31,  1927) 
First  Investment  Fund 

Public         Managers 
Paid  in: 

Class  A  shares $1,000,000 

(20,000  sh.) 

Class  B  shares 20,423      $6,666 

(20,000  sh.)     (6,666  sh.) 

Total $1,020,423      $  6,666 

Percent 99%              1% 

Apportionment  of  income : 

Class  A  shares $       50,000 

Class  B  shares 39,532      $13,177 


Total $      89,532      $13,177 

Percent 87%  13% 


Second  Investment  Fund 

Public  Managers 

Paid  in: 

Class  A  shares $1,497,500 

(14,975  sh.) 

Class  B  shares 74,951       $18,094 

(14,975  sh.)     (3,743  sh.) 

Total $1,572,451       $18,094 

Percent 99%  1% 

Apportionment  of  income : 

Class  A  shares $       74,875 

Class  B  shares 67,344      $16,836 

Total $     142,219       $16,836 

Percent 89%  11% 

Note:  Class  A  shares  preferred  as  to  dividends  of  5  per  cent;  remainder  of 
income  goes  to  Class  B  shares. 

TERMS  OF  CERTIFICATES 

To  be  valid,  the  instrument  by  which  a  contractual  trust 
is  created  must  not  violate  the  well-known  rule  against  per- 
petuities or  against  restraints  on  alienations.    Stated  in  non- 
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technical  language,  the  indenture  must  contemplate  that 
there  will  be  at  all  times  persons  in  being  who  can  terminate 
the  contractual  trust  relationship  and  provide  for  distribu- 
tion of  the  deposited  assets.  That  requirement  is  met  by- 
providing  that  the  certificate  holders  may  redeem  their  cer- 
tificates for  cash  or  convert  them  directly  into  the  deposited 
securities.  It  will  be  observed  that  the  redemption  or  con- 
version feature  would  militate  against  the  issue  of  bonds 
against  a  contractual  trust  fund,  for  the  reason  that  the  re- 
demption or  conversion  ratio  would  be  obscured  thereby. 

Sometimes  it  is  provided  that  certificates  may  be  redeemed 
only  at  a  fee — 1  per  cent,  in  the  case  of  Investment  Managers 
Company;  i/o  of  1  per  cent,  in  the  case  of  Security  Manage- 
ment Company,  New  York;  2  per  cent  plus  25  per  cent  of 
undivided  profits,  in  the  case  of  Mutual  Investment  Com- 
pany. The  redemption  fee  goes  to  the  depositor.  Alex- 
ander Fund  and  a  great  many  others  have  no  redemption 
fee.  Where  conversion  is  provided,  it  is  stipulated  in  some 
cases  that  this  privilege  may  be  taken  advantage  of  only  by 
the  holder  of  certificates  aggregating  a  given  number  of 
shares. 

The  contractual  trust  may  have  an  indefinite  span  of  life 
or  it  may  be  terminable  at  a  given  date.  Twenty  years  is 
a  common  length  of  fife.  Other  periods  are  10,  15,  25,  30 
and  99  years.  Occasionally,  as  in  Insuranshares  Trust  Cer- 
tificates, the  contractual  trust,  besides  having  a  definite  date 
for  termination,  is  terminable  at  the  will  of  the  depositor. 

Common  Stock  Trust  Shares,  Series  A-1,  and  Bank  Stock 
Trust  Shares,  Series  C-3,  of  United  States  Shares  Corpora- 
tion, running  for  20  years,  may  be  extended,  as  regards  all 
or  part  of  the  certificates  outstanding,  twice  for  a  period 
each  time  not  exceeding  five  years.  Extension  is  in  the  dis- 
cretion of  the  depositor,  with  the  consent  of  the  certificate 
holders  affected.     Bond  Investment  Trust  is  to  terminate 
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at  the  expiration  of  21  years  after  certain  named  lives  in 
being  and  may  be  terminated  at  any  time  by  the  trustees. 

It  is  always  provided  that  the  contractual  trust  may  be 
terminated  under  certain  conditions.  The  indentures  of 
American  Trustee  Share  Corporation,  for  example,  contem- 
plate termination  when  not  over  100,000  shares  are  out- 
standing. Such  a  provision  enables  the  depositor,  in  the 
event  that  more  than  100,000  shares  are  outstanding,  to  ef- 
fect termination  by  buying  in  and  canceling  certificates  un- 
til less  than  100,000  shares  are  outstanding.  The  arrangement 
works  as  a  practical  guaranty  that  liquidation,  if  it  takes 
place,  will  be  gradual.  The  argument  has  been  advanced 
that  a  definite  date  for  termination  might  work  hardship 
upon  investors,  since  the  investment  fund  might  have  to  be 
liquidated  in  an  unfavorable  security  market  and  possibly 
at  depreciated  prices  resulting  from  forced  sale. 

The  shares  usually  carry  a  par  value — $10,  $20,  $50  or 
$100 — although  par  value  is  not  essential.  They  are  issued, 
invariably,  full  paid  and  nonassessable. 

Contractual  trust  certificates  may  be  registered  or  unregis- 
tered ;  sometimes,  as  in  the  case  of  United  States  Shares  Cor- 
poration, registration  is  optional  with  the  holder.  Unregis- 
tered certificates  are  readily  negotiable ;  registered  certificates 
may  or  may  not  be  negotiable,  depending  upon  whether  they 
are  transferable.  When  shares  are  not  transferable,  the  right 
of  redemption  is  made  assignable,  so  that  liquidity  is  always 
possible  without  recourse  to  actual  redemption.  Mutual 
Investment  Company  provides  this  form  for  assignment: 

Form  of  assignment  to  be  attached  to  certificate. 

For  value  received  the  undersigned,  the  registered  holder  of  the  accom- 
panying Class  A  Certificate  No ,  issued  by  Mutual  Invest- 
ment Company  pursuant  to  the  Indenture  described  in  said  Certificate, 

hereby  assigns  to the  right  to  cause  said  Certificate 

to  be  redeemed  and  to  receive  the  distributive  share  in  the  Investment 
Fund  (as  defined  in  said  Indenture)  represented  by  said  Certificate,  but 
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notwithstanding  this  assignment  any  and  all  distributions  payable  in 
respect  of  said  Certificate  (other  than  upon  redemption)  shall  continue 
to  be  payable  to  the  undersigned. 


(Registered  holder  of  the  above 
mentioned  Class  A  Certificate.) 


Holders  of  contractual  trust  certificates  do  not  have  a 
voice  in  management.  An  apparent  but  not  real  exception 
to  this  rule  is  the  Alexander  Fund,  which  has  a  Board  of 
Overseers  elected  annually  by  the  certificate  holders.  The 
Board  of  Overseers,  however,  has  no  part  in  management, 
its  powers  being  limited  to  "checking  up"  on  the  manager. 
The  rule,  already  cited,  to  the  effect  that  in  a  strict  trust 
the  beneficiaries  have  no  control  prevents  giving  voting 
power  to  contractual  trust  certificate  holders. 


Chapter  VI 
CONTRACTUAL  TRUSTS— Continued 

Mechanics  of  Issue. — Differential. — Unit  Share  Trusts. — Special  Fea- 
tures of  Unit  Share  Trusts. — Misconceptions  Regarding  Unit  Share 
Operation. 

MECHANICS    OF    ISSUE 

Unlike  the  majority  of  statutory  trusts,  contractual  trusts 
provide  for  continuous  emission  of  their  securities.  The  con- 
tractual trust  virtually  comes  before  the  public  eye  day  in 
and  day  out,  because  it  exerts  selling  pressure  not  once  in  a 
while  but  steadily.  For  this  reason  it  has  come  in  for  a  rela- 
tively large  share  of  attention  on  the  part  of  investors. 

The  main  advantage  of  the  system  of  continuous  issue, 
as  developed  by  the  contractual  trusts,  is  that  in  the  end 
a  larger  volume  of  the  investment  trust  securities  may  be 
sold  than  if  the  entire  selling  effort  were  concentrated  within 
a  given  period. 

For  each  contractual  trust  certificate  issued,  a  correspond- 
ing sum  in  securities  or  cash  simultaneously  goes  into  the 
fund.  Hence  the  process  of  investment  of  new  capital  is 
daily  rather  than  intermittent.  The  certificates,  being  au- 
thenticated by  the  trustee,  cannot  actually  be  issued  until  the 
stated  securities  or  funds  are  deposited.  Investment  Man- 
agers Company  makes  this  point  especially  clear  by  directing 
its  subscribers  to  make  out  to  the  trustee  a  check  for  the 
amount  of  their  certificates  and  to  make  out  a  separate  check, 
in  the  amount  of  1  per  cent  of  the  value  of  the  certificates,  to 
itself  for  expenses  of  issue. 

81 
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Interim  receipts,  issued  by  the  depositor  or  trustee  pend- 
ing actual  deposit  of  the  securities  or  cash,  have  on  occasion 
been  used,  but  they  are  frowned  upon  as  constituting  un- 
sound practice. 

The  technique  of  issue  works  out  something  like  this: 
Upon  confirmation  of  the  sale,  corresponding  securities  or 
cash  are  placed  in  the  hands  of  the  trustee,  which  then  issues 
the  certificates.  Two  or  three  days  later,  depending  upon 
the  length  of  time  required  by  the  mechanics  of  the  opera- 
tion, the  certificates  are  turned  over  to  the  purchaser.  In 
this  way,  the  sponsors  for  the  contractual  trust  avoid  specu- 
lating in  the  shares  which  they  create. 

Insuranshares  Corporation  is  an  isolated  case  among  con- 
tractual trusts,  in  that  it  provides  for  the  issue  of  certificates 
in  lump  sums.  Each  series  of  Insuranshares  Trust  Certifi- 
cates constitutes  a  separate  investment  trust,  and  each  was 
issued  originally  in  fixed  amount: 

Insuranshares 

Trust  Certificates  Issued 

Series  A-27  $    600,000 

Series  C-27  65,000 

Series  F-27  848,000 

Series  H-27  5,200,000 

Series  B-28  3,000,000 

The  corporation  has  a  revolving  fund  out  of  which  from 
time  to  time  it  advances  money  to  buy  a  block  of  securities. 
These  are  deposited  with  the  trustee  prior  to  any  public 
offering  of  Insuranshares  Trust  Certificates.  Insuranshares 
Corporation  receives  from  the  trustee  a  corresponding 
amount  of  certificates,  which  it  then  undertakes  to  sell  with 
a  reasonable  degree  of  promptness. 

Security  Management  Company  of  New  York,  while  ad- 
hering to  the  practice  of  continuous  issue  of  certificates,  has 
fixed  an  upper  limit  to  the  amount  of  certificates  which  may 
be  created  against  the  fund : 
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Authorized 

First  Investment  Fund $1 ,000,000 

Second  Investment  Fund 5,250 ,000 

So  far  as  can  be  ascertained,  Insuranshares  Corporation 
and  Security  Management  Company  are  the  only  contrac- 
tual trust  companies  limiting  the  amount  of  certificates 
which  are  issued. 

From  an  economic  standpoint,  it  might  appear  that  a  limit 
of  some  kind  should  be  fixed.  Having  reached  that  limit, 
the  investment  trust  company  would  presumably  create  a 
new  series  of  shares  against  a  new  investment  fund.  As  a 
matter  of  fact,  that  is  just  what  happens,  regardless  of 
whether  or  not  an  arbitrary  figure  is  established.  Many  of 
the  investment  trust  companies  operating  contractual  trusts 
have  issued  two  or  more  series  of  certificates. 

DIFFERENTIAL 

The  charge  for  raising  capital,  among  contractual  trusts, 
varies  somewhat  widely.  This  charge  is  contained  in  the 
so-called  "differential,"  which  represents  the  difference  be- 
tween the  value  of  the  deposited  property  and  the  price  at 
which  certificates  are  offered  to  investors.  It  is  only  fair 
to  state  that  the  differential,  in  most  cases,  does  not  repre- 
sent the  charge  for  raising  capital  alone,  but  frequently  in- 
cludes other  expenses  such  as  trustee's  fees  which  must  be 
paid  in  connection  with  the  deposit  and  custodianship  of 
property  in  the  investment  fund. 

Below  are  some  published  differentials: 

Per        Approximate 
share  per  cent 

American  Basic-Business  Sh.  Corp $1 .  00             5)^% 

American  Trustee  Share  Corp. 

Diversified  Trustee  Shares 0. 75             3}^% 

Diversified  Tr.  Sh.  Ser.  B 83^% 

Farmers'  Loan  and  Trust  Co.  (No.  1) 1     % 

Insuranshares  Corporation 10H% 
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Per  Approximate 

share  per  cent 

Investing  Corporation  of  America 7     % 

Investment  Managers  Company 1     % 

Investment  Trust  of  N.  Y.,  Inc 9     % 

Investment  Trust  Shares,  Series  A 1 .  00  6     % 

Investment  Trust  Shares,  Series  B 1 .  10  63^% 

Mutual  Investment  Company 0 .  80  7     % 

United  States  Shares  Corporation 10     % 

The  offering  price  of  contractual  trust  shares,  so  long 
as  new  shares  are  currently  being  issued,  is  computed  each 
day  or  each  week  on  the  basis  of  the  market  value  of  the  de- 
posited securities  or  funds  represented  thereby,  plus  the 
stated  differential.  Investment  Managers  Company  has  in- 
troduced a  departure  from  standard  practice  by  selling,  not 
shares,  but  certificates  which  represent  a  variable  number 
of  shares.  The  original  price  of  certificates  is  invariable,  but 
the  number  of  shares  represented  by  a  given  certificate  is 
dependent  upon  the  value  of  shares  at  the  time  certificates 
are  issued.  Alexander  Fund  creates  semiannually  a  new 
series  of  certificates  which  are  priced  originally  at  $100  and 
represent  just  that  amount  in  deposited  securities  or  cash. 
After  the  date  of  original  issue,  the  price  of  new  certificates 
depends  upon  their  proportionate  interest  in  the  fund;  that 
price  may  have  fluctuated  somewhat  from  the  original  price 
of  $100. 

In  all  cases,  the  holder  of  contractual  trust  certificates  will 
see  the  value  of  his  holdings  subject  to  fairly  continuous, 
though  minor,  fluctuations.  Their  value,  however,  so  long  as 
shares  are  currently  being  issued,  is  always  directly  linked 
with  the  worth  of  the  investment  fund. 

In  the  event  that  a  decline  in  the  value  of  the  investment 
fund  should  set  in,  holders  of  contractual  trust  certificates 
are  fortified  by  reason  of  the  fact  that  the  asset  value  of  their 
holdings  cannot  fall  in  greater  proportion  than  the  value  of 
the  investment  fund  as  a  whole.    There  are  no  bondholders 
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nor  preferred  stockholders  whose  claims  must  be  satisfied 
ahead  of  those  of  the  certificate  holders. 


UNIT     SHARE     TRUSTS 

The  statements  which  have  been  made  up  to  this  point 
apply  generally  to  all  contractual  trusts.  There  is,  however, 
one  interesting  adaptation  of  the  contractual  trust  idea  which 
demands  separate  mention ;  namely,  the  unit  share  trust. 

The  investment  fund  of  a  unit  share  trust  is  comprised  of 
several  or  many  identical  and  interchangeable  units,  each 
unit  being  in  itself  virtually  a  small  contractual  trust.  Every 
share  which  is  issued  represents  proportionate  ownership, 
not  in  the  entire  investment  fund,  but  in  any  one  of  the 
units  in  that  fund. 

Each  Diversified  Trustee  Share,  Series  B,  for  example, 
"represents  a  one-thousandth  interest  in  a  unit  of  common 
stock.  Each  unit  as  now  constituted  consists  of  the  follow- 
ing 134  shares: 

"Shares  7  Railroads 

4  The  Atchison,  Topeka  and  Santa  F6  Railway  Company 

4  Atlantic  Coast  Line  Railroad  Company 

6  The  Delaware,  Lackawanna  and  Western  Railroad  Company 

4  The  New  York  Central  Railroad  Company 

4  Northern  Pacific  Railway  Company 

4  The  Pennsylvania  Railroad  Company 

4  Reading  Company 

7  Public  Utilities 

4  American  Gas  &  Electric  Company 

4  American  Telephone  and  Telegraph  Company 

4  Brooklyn  Edison  Company,  Inc. 

4  Commonwealth  Edison  Company 

4  Southern  California  Edison  Company 

4  The  United  Gas  Improvement  Company 

4  The  Western  Union  Telegraph  Company 

16  Industrials  and  Oils 
4      American  Locomotive  Company 
4       The  Borden  Company 
4      California  Packing  Corporation 
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2  E.  I.  du  Pont  de  Nemours  &  Company,  Inc. 

4  Endicott  Johnson  Corporation 

4  General  Electric  Company 

6  Ingersoll-Rand  Company 

4  Liggett  &  Myers  Tobacco  Company 

4  National  Biscuit  Company 

4  National  Lead  Company 

4  Otis  Elevator  Company 

6  Standard  Oil  Company  (New  Jersey) 

6  The  Texas  Corporation 

4  United  States  Steel  Corporation 

12  Vacuum  Oil  Company 

4  F.  W.  Wool  worth  Company" 

Thirty-two  out  of  53  contractual  trusts — or  about  60  per 
cent — have  adopted  the  unit  share  form.  Unit  share  trusts 
are  also  known  as  ''bankers  share,"  "collateral  share,"  "stock 
conversion"  and  "trustee  share"  companies. 

Although  each  share  generally  represents  a  one-thousandth 
interest  in  a  unit,  there  are  cases  on  record  of  shares  repre- 
senting a  two-hundredth,  two-hundred-fiftieth,  seven-hun- 
dredth or  two-thousand-five-hundredth  interest  in  a  unit. 
The  certificates  are  commonly  in  denominations  of  five  shares 
and  multiples  thereof.  Thus,  if  each  share  represents  a  one- 
thousandth  interest  in  a  unit,  a  1,000-share  certificate  would 
represent  a  complete  interest  in  a  unit. 

The  main  advantage  of  the  unit  share  form  is  that  it  en- 
ables the  purchaser,  by  referring  to  the  composition  of  a 
unit,  to  see  at  a  glance  just  what  is  behind  his  shares.  This 
appeal  has  been  a  popular  one  with  American  investors. 

On  the  other  hand,  the  unit  share  form  is  apt  to  be  cum- 
bersome for  an  investment  trust  which  contemplates  the  ex- 
ercise of  fairly  wide  powers  of  management.  The  fact  that 
each  unit  must  be  kept  identical  with  every  other  unit  is  apt 
to  be  inconvenient  in  such  cases.  Thus,  if  the  managers  de- 
cide to  sell  one  stock  out  of  the  unit,  they  must  sell  the  same 
stock  out  of  each  and  every  unit  at  the  same  time,  and  may 
find  it  difficult  to  reinvest  the  proceeds  in  such  a  way  that 
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the  units  shall  remain  alike  with  little,  if  any,  cash  left  over. 
Hence,  the  unit  share  form  is  adopted  for  the  most  part  only 
by  those  investment  trusts  which  contemplate  little  or  no 
active  management. 

Unit  share  trusts  never  issue  more  than  one  class  of  cer- 
tificates against  the  investment  fund,  nor  are  bank  loans  con- 
tracted on  the  security  of  that  fund.  The  number  of  certifi- 
cates which  may  be  issued  is  limited  only  by  the  proviso  that 
there  shall  be  on  deposit  a  corresponding  number  of  units. 
Certificates  must  be  issued  for  a  full  unit  at  a  time,  although 
they  are  currently  sold  in  small  denominations.  The  de- 
positor, therefore,  must  accumulate  orders  for  certificates  rep- 
resenting a  complete  unit  before  the  certificates  can  be  actu- 
ally issued.  The  delay  thus  entailed,  on  the  average,  may  be 
only  a  day  or  a  few  days ;  perhaps  a  few  hours. 

SPECIAL      FEATURES      OF      UNIT 
SHARE     TRUSTS 

Since  the  unit  share  trust  purchases  one  unit  at  a  time,  it 
must  pay  odd  lot  premiums  in  addition  to  brokers'  commis- 
sions. These  are,  in  general,  added  to  the  value  of  the  de- 
posited property  in  arriving  at  the  offering  price  for  certifi- 
cates. 

Let  us  say  that  a  unit  contains  four  shares  of  New  York 
Central  stock,  four  shares  of  United  States  Steel  stock,  etc. 
The  unit  share  trust,  by  reason  of  the  fact  that  it  buys  in  less 
than  100  share  lots,  must  pay  an  odd  lot  premium  of  12i/^ 
cents  per  share,  or  50  cents  per  unit,  on  New  York  Central 
and  50  cents  on  United  States  Steel.  It  must  also  pay  stock 
exchange  commissions,  which,  on  stocks  selling  between  100 
and  200,  amount  to  25  cents  per  share.  The  commission  on 
four  shares  of  New  York  Central  and  United  States  Steel 
would  be  $1  in  each  case.    The  sum  total  of  odd  lot  premiums 
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and  brokers'  commissions  is,  nevertheless,  small — about  1/3 

of  1  per  cent. 

Suppose,  however,  that  the  unit  contains  one  share  of 
New  York  Central,  one  share  of  United  States  Steel,  etc. 
Odd  lot  premiums  of  121/2  cents  per  share  will  still  have  to  be 
paid,  but  the  commissions  will  be  $1  per  share,  that  figure 
being  the  minimum  commission  as  established  by  the  New 
York  Stock  Exchange.  Hence  the  commissions  will  be  four 
times  as  great  as  in  the  previous  case.  The  aggregate  of  odd 
lot  premiums  and  brokers'  commissions  could  easily  be  as 
high  as  1  per  cent.  Economy,  therefore,  dictates  that  the 
unit  shall  contain,  on  the  average,  four  shares  or  more  of 
each  security. 

Computation  of  the  offering  price  for  certificates  of  unit 
share  trusts  is  illustrated  in  a  work  sheet  supplied  by  Ameri- 
can Trustee  Share  Corporation  (see  opposite  page) : 

Redemption,  in  the  case  of  unit  share  trusts,  is  usually 
accomplished  through  a  provision  for  convertibility  of  certifi- 
cates. The  holder  of  shares  aggregating  a  full  interest  in  a 
unit,  on  surrender  of  his  certificates,  receives  a  unit  of  the 
deposited  securities;  no  redemption  fee  is  charged. 

Occasionally  it  is  provided  that  the  holder  of  shares  ag- 
gregating a  half  interest  in  a  unit,  or  some  other  fraction, 
may  convert  his  shares  for  a  half  unit,  quarter  unit  or  fifth 
unit,  as  the  case  may  be.  Convertibility  in  that  case  is 
made  possible  by  providing  that  the  number  of  shares  of 
each  security  deposited  per  unit  will  be  evenly  divisible  by 
two,  four  or  five,  so  that  fractional  shares  need  not  be  de- 
livered on  conversion.  Certificates  aggregating  500  Diversi- 
fied Trustee  Shares,  Series  B,  of  American  Trustee  Share  Cor- 
poration are  exchangeable  on  three  days'  notice  for  the  stocks 
represented  thereby. 

Less  frequently,  convertibility  is  made  applicable  to  the 
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DIVERSIFIED  TRUSTEE  SHARES,  SERIES  B 
Work  Sheet  Showing  Computation  of  Price  as  of  June  15,  1928 

No.                                                   Price  Brokers'       Odd      Accrued 

of                                                        (last  Com-          Lot            Divi- 

Shares         Name  of  Company       closing)  Extension    missions   Premium      dend  Total 

4     American  Gas  &  Elec 160>i  $       641.00     $  1.00     $2.00     S     1.00     %       645.00 

4     American  Locomotive lOlM  407.00          1.00            .50         16.00  424.50 

4     American  Tel.  &  Tel 181M  725.00         1.00         1.00           9.00  736.00 

4     Atohi8on,Topeka&  Santa  Fe  189M  759.00         1.00         1.00         10.00  77LOO 

4     Atlantic  Coast  Line 180                  720.00         1.00         1.00     722.00 

4     Borden  Co 161  646.00         1.00         2.00       *26.00  675'oO 

4     Brooklyn  Edison 240  960.00         1.40         1.00           8.00  970.40 

4     California  Packing 72K  289.00         1.00            .50           4.00  294.50 

4     Commonwealth  Edison ...  .    181  724.00         1.00         1.00           8.00  734.00 

6     Del.  Lackawanna  &  Western   134  M  808.50         1.50         1.50           9.00  820.50 

2     Du  Pont 375  750.00         1.00            .50         12.00  763.50 

4     Endicott  Johnson 78K  313.00         1.00            .50           5.00  319.50 

4     General  Electric 152M  609.00         1.00            .50           4.00  614.50 

6     Ingersoll-Rand 91  5-16.00         1.20            .75         10. .50  558.45 

4     Liggett  &  Myers 90H  362.00         1.00            .50           4.00  367.50 

4     National  Biscuit 167^  670.00         1.00         1.00           6.00  678.00 

4     National  Lead 121  4S4.00         1.00            .50           5.00  490.50 

4     New  York  Central 175  700.00         1.00         1.00           8.00  710.00 

4     Northern  Pacific  Railway.  .      96 >^  384.50         1.00            .50           5.00  391.00 

4     Otis  Elevator ISS''^  754.00         1.00           .50           6.00  761.50 

4     Pennsylvania  R.  R 643^  256.50         1.00            .50       tll-76  269.76 

4     Reading  Co 101^  406.50         1.00            .50           4.00  412.00 

4     Southern  California  Edison     46J-g  186.50         1.00            .50       {10.00  198.00 

6     Standard  Oil  (New  Jersey) .     435^  261.75         1.00           .75           2.25  265.75 

6     Texas  Corporation 59}4  357.00         1.05            .75           9.00  367.80 

4     United  Gas  Improvement..    135  540.00         1.00         1.00           4.00  546.00 

4     U.  S.  Steel 141  564.00         1.00            .50         14.00  579.50 

12     Vacuum  Oil 76  912.00         2.40         3.00         15.00  932.40 

4     Western  Union 145M  581.00         1.00          1.00           8.00  591.00 

4     Woolworth  Co 183  732.00         1.00         1.00           5.00  739.00 

Totals $17,049.25     $32.55     $27.25     $239.51     • 

Total  Cost— 91 H  %  of  Selling  Price ....     $17 ,  .348 .  56 

*Borden  Co.  Rts $20.00     Selling  Price— 100%— 1,000  Shares 18,960.16 

tPenn.  R.  R.  Rts 8. 26 

tSo.  Cal   Edison  Rta 8.00  Quotation— 18^  Bid— 19  Asked 

holcier  of  certificates  aggregating  any  number  of  shares,  no 
matter  how  small: 


The  holder  of  less  than  1,000  Fixed  Trust  Shares  (American  Basic- 
Business  Shares  Corporation)  can  convert  and  receive  either  the  portion 
of  the  deposited  property  applicable  to  his  shares  or  the  market  value  of 
such  deposited  property,  at  the  option  of  the  American  Basic-Business 
Shares  Corporation,  the  market  value  being  taken  as  the  average  of  the 
market  for  odd  lot  transactions  less  standard  commissions  and  brokerage. 

It  is  explained  that  in  actual  practice  the  small  holder 
will  receive  identical  shares  of  underlying  stock  for  any  full 
shares  to  which  his  holdings  may  entitle  him,  together  with 
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cash  in  settlement  for  any  fractional  shares  and  for  his  pro- 
portion of  any  distributable  funds,  or  he  will  receive  the 
entire  sum  in  cash. 

A  practical  difl&culty  arises  in  connection  with  this  method. 
If  the  holder  of  a  five  share  certificate  wants  to  take  advan- 
tage of  the  conversion  privilege,  it  will  be  necessary  to  liqui- 
date an  entire  unit,  unless  the  depositor  himself  guarantees 
to  buy  and  hold  the  certificates  tendered  in  less  than  1,000 
share  amounts.  United  States  Shares  Corporation,  at  the 
time  of  original  issue  of  its  Common  Stock  Trust  Shares, 
Series  A-1,  deposited  with  the  trustee  $15,000,  out  of  which 
sum  the  trustee  is  required  to  pay  certificate  holders,  on  the 
tender  of  less  than  1,000  shares,  the  liquidating  value  of 
such  shares,  as  determined  by  the  United  States  Shares 
Corporation.  Certificates  so  redeemed  are  handed  by  the 
trustee  to  the  United  States  Shares  Corporation.  The  sum 
on  deposit  is  required  to  be  kept  at  a  minimum  of  $5,000. 

Securities  purchased  by  unit  share  trusts  should  have  a 
broad  and  ready  market.  Otherwise  there  is  danger  that  the 
steady  purchases  of  the  unit  share  trust,  concentrated  on  a 
few  securities,  may  drive  those  securities  to  unduly  high 
prices.  Conceivably,  if  the  market  for  a  security  is  narrow, 
the  unit  share  trust  might  corner  the  supply  for  that  security. 
Again,  if  the  unit  share  trust  is  liquidated,  the  simultaneous 
sale  of  a  considerable  volume  of  security  for  which  the  market 
is  narrow  might  result  in  depreciating  the  price  for  that 
security,  with  consequent  loss  to  the  certificate  holders. 

MISCONCEPTIONS      REGARDING      UNIT 
SHARE     OPERATION 

Because  unit  share  trusts  are  a  new  development,  there  has 
been  considerable  ignorance  concerning  their  workings.    For 
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example,  it  has  been  charged  that  the  sponsors  of  a  unit  share 
trust  may  accumulate  some  given  security,  and  then  dis- 
pose of  their  holdings  to  the  investment  trust  at  substantial 
profit  to  themselves. 

During  an  upward  market,  the  possibility  for  extraneous 
profits  of  this  kind  would  appear  to  exist.  Certainly  it  ex- 
ists to  a  greater  degree  where  the  market  for  a  given  security 
in  the  portfolio  is  narrow,  and  hence  is  more  easily  subject 
to  manipulation.  On  the  other  hand,  when  the  securities 
to  be  deposited  are  actively  traded  in  on  the  New  York  Stock 
Exchange  or  other  recognized  exchanges,  the  sponsors  of  a 
unit  share  trust  who  "took  a  position"  in  the  market  would 
inevitably  get  their  fingers  burned. 

It  is  difiicult  to  see  how  the  charge  applies  to  the  unit  share 
trust  with  any  more  force  than  to  statutory  trusts  or  other 
contractual  trusts.  In  fact,  the  charge  has  probably  less 
force  in  the  unit  share  trusts,  for  the  reason  that  they  buy, 
commonly,  from  a  restricted  list  in  small  amounts,  whereas 
the  others  buy  from  a  more  widely  varied  list  of  securities 
in  larger  amounts  at  a  time. 

A  sample  quotation  from  one  writer  whose  articles  have 
carried  some  weight  will  illustrate  the  sort  of  misunder- 
standing which  has  colored  discussions  relating  to  the  unit 
share  trusts,  at  least  so  far  as  concerns  those  which  hold  stock 
exchange  securities  (and  these  are  in  the  majority) : 

...  A  number  of  identical  units  constitute  an  unwieldy  and  unwise 
structure  market-wise,  because  in  case  it  becomes  necessary  to  get  rid 
of  a  particular  security  on  account  of  an  impaired  value  it  is  compulsory 
to  divest  all  the  units  of  it,  resulting  in  unloading  it  on  a  falling 
market  and  perhaps  running  all  the  units  into  heavy  losses,  whereas  a 
single  unit  might  get  out  clean.  The  reverse  disadvantage  would  be  true 
in  the  purchase  of  securities  to  make  replacements — that  is,  the  danger 
of  running  prices  up.  In  either  case,  it  is  contended,  there  would  be  no 
escape  from  taking  an  excessive  loss  or  paying  an  exorbitant  price,  since 
it  is  compulsory  to  fill  each  unit  with  the  same  securities  to  keep  them 
identical. 
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The  point  is  entirely  too  theoretical.  Few  unit  share  trusts 
have  as  many  as  500  units  altogether;  a  portfolio  of  that  size 
is  unusually  large.  The  number  per  unit  for  any  one  security 
runs  around  four  shares.  In  all,  the  unit  share  trust  might 
have  2,000  shares  of  a  given  security  to  dispose  of  simul- 
taneously, and  its  purchases  for  reinvestment  would  be 
limited  to  the  same  amount.  That  volume,  for  a  relatively 
active  security,  is  negligible. 


Chapter  VII 
GENERAL  AND  SPECIALIZING  TRUSTS 

General  Trusts. — Specializing  Trusts. — Common  Stock  Trusts. — Bond 
Trusts. — Financial  Stock  Trusts. — Single  Industry  Trusts. 

GENERAL   TRUSTS 

By  the  contents  of  their  investment  funds,  the  invest- 
ment trusts  are  chiefly  known.  The  investment  fund  or  port- 
folio may  contain  bonds  and  stocks  of  various  descriptions, 
in  which  case  the  organization  is  a  general  trust.  Rarely 
general  trusts  have  reached  out  from  the  field  of  securities 
into  real  estate.  Jackson  &  Curtis  Investment  Associates 
may  put  10  per  cent  of  the  invested  capital  into  land,  al- 
though up  to  a  recent  date  it  had  not  taken  advantage  of 
that  privilege. 

A  partial  list  of  general  trusts  would  include : 

Alexander  Fund 

Allied  International  Investing  Corporation 
American,  British  &  Continental  Corporation 
American  &  Overseas  Investing  Corporation 
Beacon  Participations,  Inc. 
Boston  Personal  Property  Trust 
Columbia  Investing  Corporation 
Consolidated  Stock  &  Debenture  Co.,  Inc. 
Continental  Securities  Corporation 
Diversified  Securities  Corporation 
Financial  Investing  Co.  of  New  York,  Ltd. 
First  Federal  Foreign  Investment  Trust 
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First  Investment  Co. 

General  American  Investors  Co.,  Inc. 

International  Securities  Corporation  of  America 

Investment  Co.  of  America 

Investors  Equity  Co.,  Inc. 

Jackson  &  Curtis  Investment  Associates 

Kidder  Participations,  Inc.  (three  investment  trusts) 

Morristown  Securities  Corporation 

Mutual  Investment  Co. 

New  Jersey  Bond  &  Shareholding  Corporation 

North  American  Investors  Corporation 

Old  Colony  Investment  Trust 

Old  Colony  Trust  Associates 

Overseas  Securities  Co.,  Inc. 

Pacific  Investing  Corporation 

Second  Financial  Investing  Corporation 

Second  International  Securities  Corporation 

Security  Management  Co.,  N.  Y.  (two  investment  trusts) 

Shawmut  Association 

Shawmut  Bank  Investment  Trust 

Standard  Investing  Corporation 

Sterling  Securities  Corporation 

United  States  &  British  International  Co.,  Ltd. 

United  States  &  Foreign  Securities  Corporation 

The  theory  of  the  general  trust  is  that  all  kinds  of  securi- 
ties have  a  proper  place  at  one  time  or  another  in  the  in-' 
vestment  fund.  If  bonds  are  attractively  priced  while  stocks 
are  at  a  high  level,  the  general  trust  tends  to  substitute  bonds 
for  stocks  in  its  portfolio.  Conversely,  if  bonds  are  high 
and  stocks  are  cheap,  the  general  trust  leans  in  the  direction 
of  common  stock  investment.  Likewise,  the  general  trust 
tends  to  buy  securities  of  industries  with  favorable  prospects 
while  selling  securities  of  those  whose  future  is  in  doubt. 
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International  Securities  Corporation  of  America  had  not  long 
ago,  bonds,  preferred  stocks,  and  common  stocks  represent- 
ing 80  branches  of  industrial  activity,  in  addition  to  securi- 
ties of  governments,  municipalities,  and  financial  institutions. 

The  general  trust  is  often  set  up  as  a  statutory  trust. 
Since  it  holds  in  its  investment  fund  a  substantial  amount  of 
bonds,  which  may  be  counted  upon  as  stable  revenue  pro- 
ducers, it  can  in  turn  afford  to  issue  its  own  bonds  and  pre- 
ferred stocks — a  procedure  which  is  incompatible  with  the 
contractual  form  of  organization. 

It  is  part  and  parcel  of  the  theory  of  the  general  trust 
that  it  provides  for  wide  powers  of  management,  in  order  to 
take  advantage  of  favorable  opportunities  for  switching  from 
one  class  of  security  into  another,  and,  more  importantly, 
to  conserve  the  invested  capital  by  selling  securities  from 
the  portfolio  before  a  decline  in  the  market  for  such  securi- 
ties sets  in.  The  general  trust,  provided  that  it  has  a  suf- 
ficient amount  of  its  resources  in  cash  or  the  equivalent — 
gilt  edged  bonds,  short  term  maturities,  call  loans,  etc. — is 
able,  in  the  event  of  a  decline  in  the  market  for  any  given 
class  of  security,  to  step  in  and  become  a  purchaser  on  a 
large  scale  and  at  attractive  levels. 

SPECIALIZING    TRUSTS 

Investment  trusts  which  concentrate  on  one  kind  of  secur- 
ity or  another  are  specializing  trusts.  If  the  investment  trust 
specializes  by  type  of  security,  it  is  a  common  stock  trust  or 
bond  trust.  There  is  no  instance  on  record  of  an  investment 
trust  specializing  in  preferred  stocks. 

Investment  trusts  may  also  specialize  according  to  the 
class  of  issuers  whose  securities  are  purchased.  For  example, 
financial  stock  trusts  buy  chiefly  or  exclusively  bank  or  in- 
surance stocks  or  both,  while  single  industry  trusts  buy  se- 
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curities  of  public  utilities,  railroads,  chain  stores,  oil  com- 
panies or  some  other  industry. 

The  investment  trust  which  specializes  in  one  type  of 
security  or  another  is  founded  on  the  theory  that  maximum 
returns  are  to  be  obtained  from  its  chosen  field.  If  the 
investment  trust  believes  that  common  stocks  are  the  most 
desirable  channel  for  permanent  investment,  it  must  for  con- 
sistency's sake  eschew  the  purchase  of  bonds  or  preferred 
stocks  for  other  than  temporary  investment.  Else  it  would 
nullify  the  supposed  advantages  of  its  declared  policy. 

The  investment  trust  which  specializes  is  also  an  answer 
to  the  preference  of  American  investors  for  some  particular 
kind  of  security.  It  is  believed  that  Americans,  more  perhaps 
than  any  other  group,  have  pronounced  hobbies  in  invest- 
ment. Common  stocks  and  financial  institution  stocks  are 
now  among  those  hobbies. 

COMMON    STOCK    TRUSTS 

Far  and  away  the  most  important  group  of  specializing 
trusts  are  the  common  stock  trusts,  in  which  class  are  the 
following: 

American  Basic-Business  Shares  Corporation 
American   Trustee   Share   Corporation    (two   investment 
trusts) 

Incorporated  Investors 

Inland  Investors,  Inc. 

Investing  Corporation  of  America 

Investment  Corporation  of  North  America 

Investment  Managers  Company  (two  investment  trusts) 

Investment  Shares  Corporation 

Investment  Trust  of  New  York,  Inc. 

Investment  Trust  Shares,  Series  A  and  B 

Investors  Trustee  Foundation  of  United  States,  Inc. 
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Massachusetts  Investors  Trust 
Nation-Wide  Securities  Company 
Provident  Trustee  Foundation,  Inc. 

United  States  Shares  Corporation,  Common  Stock  Trust 
Shares,  Series  A  and  A-1 

The  gist  of  the  argument  which  the  common  stock  trusts 
put  forth  runs  something  like  this: 

(a)  Income  from  a  diversified  group  of  stocks  is  high  com- 
pared to  the  stability  and  security  obtainable; 

(b)  The  investor  stands  to  make  a  profit  from  diversified 
stocks,  through  the  growth  and  prosperity  of  the  companies 
individually  and  as  a  whole; 

(c)  By  investing  in  common  stocks,  he  offsets  possible 
loss  in  purchasing  power  of  his  dollars,  which  would  result 
from  an  increase  in  the  cost  of  living. 

Bearing  out  these  statements,  there  is  an  imposing  array 
of  figures.  For  example,  Kenneth  S.  Van  Strum  in  his 
book.  Investing  in  Purchasing  Power,  points  out  that  the 
average  income  from  a  group  of  ten  diversified  common 
stocks,  over  the  period  1897  to  1924,  ranged  from  7.7  per 
cent  to  16.8  per  cent  annually  on  the  original  investment. 
Edgar  Lawrence  Smith,  President  of  Investment  Managers 
Company,  in  Common  Stocks  as  Long  Term  Investments, 
shows  that  the  average  income  from  a  group  of  ten  diversi- 
fied stocks  purchased  at  the  beginning  of  the  present  century 
ranged  from  5.4  per  cent  to  9.2  per  cent  on  the  investment. 
In  each  of  the  cases  to  which  the  test  was  applied,  stocks 
were  chosen  by  rule  of  thumb,  on  the  basis  of  size,  volume  of 
transactions  on  the  New  York  Stock  Exchange  or  dividend 
record.  No  "investment  intelligence"  was  accorded  to  the 
purchaser  of  stocks. 

Extra  cash  dividends,  stock  dividends,  and  subscription 
rights  constitute  no  small  item  in  the  shareholder's  income. 
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Hence,  while  regular  dividends  on  "investment"  stocks  may 
produce  an  income  in  the  neighborhood  of  5  per  cent,  the  real 
income  to  be  expected  over  a  period  of  years  is  consider- 
ably larger.  For  example,  many  large  corporations,  such 
as  American  Telephone  &  Telegraph,  New  York  Central, 
and  North  American,  regularly  make  a  practice  of  financing 
extensions  and  improvements  through  the  issue  of  sub- 
scription rights  to  new  stock  and  stock  dividends.  It  has 
been  calculated  that  subscription  rights  regularly  offered 
by  American  Telephone  &  Telegraph  are  worth  over  $2  per 
share  annually  to  the  stockholder,  thus  giving  him  an  actual 
income  of  over  $11  in  contrast  to  cash  dividends  of  $9.  On 
a  price  of  $180  for  this  stock,  the  dividend  yield  would  be 
only  about  5  per  cent,  whereas,  if  rights  be  taken  into  ac- 
count, the  yield  is  well  over  6  per  cent.  North  American, 
by  reason  of  stock  dividends  regularly  paid,  gives  the  share- 
holder a  yield  as  high  as  10  per  cent. 

The  American  Trustee  Share  Corporation,  in  a  study  cov- 
ering 48  leading  stocks,  reports  that  there  were  in  1927  no 
less  than  53  extra  cash  dividends,  extra  stock  dividends,  and 
subscription  rights.  Extra  cash  dividends  totaled  35,  extra 
stock  dividends  10,  and  rights  eight.  In  addition,  there  were 
nine  increases  (and  no  decreases)  in  regular  dividends  among 
these  companies  in  1927.  And  that  was  not  a  year  of  un- 
usual prosperity. 

Common  stock  trusts  also  point  out  that,  according  to 
the  researches  of  Van  Strum  and  Smith,  ten  diversified  com- 
mon stocks  held  over  the  first  quarter  of  the  present  cen- 
tury showed  an  average  yearly  increase  in  market  value 
ranging  as  high  as  14.5  per  cent  on  the  original  investment. 
The  total  actual  yield  from  stocks  comprises  the  annual  yield 
plus  this  average  yearly  increase  in  market  value,  and  it 
ranged  as  high  as  31.3  per  cent  annually  on  the  original 
investment. 
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Similar  results  were  shown  by  both  Van  Strum  and  Smith 
for  diversified  common  stocks  purchased  at  various  times 
in  the  past  century.  Other  instances  of  research  in  the  same 
direction  could  be  multiplied  without  number. 

It  is  not,  however,  from  the  low-priced  stocks — those 
which,  on  the  basis  of  current  income,  would  be  regarded 
as  undervalued — that  the  best  results  are  always  obtained. 
Parker  &  Putnam,  Inc.,  have  made  studies  which  show  that 
20  ''bargain  price"  (high  income)  common  stocks  purchased 
in  1913  and  held  to  1924  gave  the  investor  a  return  of  8.0 
per  cent  annually  plus  55  per  cent  total  appreciation.  Over 
the  same  period,  20  "high  priced"  (low  income)  common 
stocks  gave  the  investor  a  return  of  10.0  per  cent  annually 
plus  309  per  cent  total  appreciation.  The  inference  would 
seem  to  be  that  stocks  commonly  referred  to  as  selling  on  the 
expectation  of  future  income  frequently  do  not  fully  dis- 
count, in  their  price,  their  future  possibilities.  Common 
stock  trusts,  therefore,  are  inclined  to  look  with  equanimity 
upon  a  high  level  of  stock  prices. 

The  explanation  given  for  the  tendency  of  common  stocks 
to  advance  in  value  is  the  policy  of  modern  corporation 
directors  to  put  about  75  cents  back  into  the  business  for 
every  dollar  paid  in  dividends,  thereby  increasing  the  cor- 
poration's assets  and  potential  earnings  and  dividends.  "The 
management  of  every  company,"  writes  Edgar  Lawrence 
Smith,  "is  on  the  side  of  the  common  stock  and  opposed 
to  the  interests  of  the  bondholders.  The  management  does 
not  want  the  bondholders  to  get  more  benefit  from  the  oper- 
ation of  the  company  than  is  absolutely  necessary  to  make 
it  possible  for  the  company  to  sell  more  bonds,  if  such  addi- 
tional sale  of  bonds  can  be  made  to  show  a  profit  to  the 
stockholders.  In  particular,  the  management  will  avail 
themselves  of  their  rights  to  repay  bonds  at  dates  most  ad- 
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vantageous  to  the  shareholders  and  most  disadvantageous 
to  the  bondholders." 

There  remains  yet  a  third  argument  for  common  stocks, 
and  it  is  perhaps  the  most  novel  and  interesting  of  the  three. 

When  a  man  invests  in  diversified  common  stocks,  he 
tends  to  offset  possible  loss  in  purchasing  power  of  his  dol- 
lars, which  would  result  from  an  increase  in  the  cost  of  liv- 
ing. He  partly  eliminates  the  gamble  in  the  purchasing 
power  of  the  dollar. 

The  effect  of  rising  commodity  prices  on  an  investment 
in  common  stocks  is  generally  to  increase  the  values  behind 
those  stocks,  with  resulting  higher  returns  in  the  form  of 
dividends  or  undivided  profits. 

Says  Professor  Irving  Fisher,  whose  cost  of  living  studies 
have  given  him  a  rank  among  the  foremost  economists: 

Taking  the  pre-war  dollar  of  1913  as  a  standard  for  comparison,  we 
find,  going  back  to  1860,  that  the  dollar  at  that  time  was  about  the 
same;  so  that  it  makes  little  difference  whether  by  pre-war  dollar  we 
mean  pre- World  War  or  pre-Civil  War.  We  find  the  value  of  the  dollar 
falling  from  100  pre-war  cents  in  1860  to  40  pre-war  cents  in  1865,  then 
rising  to  150  pre-war  cents  in  1896,  then  falling  to  40  pre-war  cents 
again  in  1920,  then  rising  to  72  pre-war  cents  in  January,  1922,  etc. 

When  prices  were  falling,  as  between  1866  and  1885  and,  less  strik- 
ingly, 1880-1899,  the  bondholder  fared  much  better  than  he  did  when 
prices  were  rising,  as  between  1901  and  1922.  Stopping  at  1920,  the 
real  bond  yields  would  have  been  less  than  nothing.  Between  1896  and 
1920  the  fall  of  the  dollar  virtually  wiped  out  interest  altogether.  The 
"reward  of  thrift"  was  less  than  zero! 

We  should  expect  that,  during  the  periods  of  rising  prices  mentioned, 
the  bondholder  would  suffer;  while,  during  those  of  falling  prices,  his 
position  relatively  to  the  stockholder  would  be  much  better.  However, 
even  under  the  acid  test  of  falling  prices,  when  the  bondholder  has  a 
great  advantage  as  far  as  changes  in  the  purchasing  power  of  the  dollar 
go — even  then,  the  stockholder  is  usually  as  prosperous  as  the  bondholder. 

A  study  of  the  recent  investment  lists  of  13  common  stock 
trusts  shows  739  selections  among  187  stocks.  The  follow- 
ing appeared  in  a  majority  of  the  lists: 
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Appearing  on  13  lists 

Standard  Oil  of  New  Jersey 

United  States  Steel 
Appearing  on  12  lists 

American  Telephone  &  Telegraph 

American  Tobacco 

Pennsylvania  Railroad 

Southern  Pacific  Railroad 
Appearing  on  11  lists 

Louisville  &  Nashville  Railroad 

National  Biscuit 

New  York  Central  Railroad 
Appearing  on  10  lists 

General  Electric 

Illinois  Central  Railroad 

Kennecott  Copper 

Standard  Oil  of  California 

Texas  Corporation 

Union  Pacific  Railroad 

Westinghouse  Electric  &  Mfg. 

Woolworth 
Appearing  on  9  lists 

American  Can 

Atchison,  Topeka  &  Santa  Fe  Railroad 
Appearing  on  8  lists 

American  Locomotive 

Consolidated  Gas  of  N.  Y. 

Detroit  Edison 

Du  Pont 

Eastman  Kodak 

National  Lead 

Northern  Pacific  Railroad 

Otis  Elevator 

Pacific  Gas  &  Electric 

Southern  California  Edison 

Standard  Oil  of  New  York 

Timken  Roller  Bearing 
Appearing  on  7  lists 

Allied  Chemical  &  Dye 

American  Smelting  &  Refining 

Baltimore  &  Ohio  Railroad 

General  Motors 

International  Harvester 
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Pullman 

Southern  Railway 
Union  Carbide  &  Carbon 
United  Fruit 
Western  Union 

It  will  be  noted  that  all  of  these  stocks  are  listed  on  the 
New  York  Stock  Exchange,  and  they  represent  a  wide  range 
of  diversification. 

The  common  stock  trust  could  not,  if  it  would,  issue  bonds 
or  preferred  stock  in  any  generous  amount  and  still  adhere  to 
the  essentials  of  sound  economics.  The  common  stocks 
which  comprise  the  investment  fund  cannot  be  counted  upon 
to  produce  a  sufficiently  stable  revenue  to  warrant  the  sub- 
stantial issue  of  the  investment  trust's  own  bonds  or  pre- 
ferred stock.  The  chief  advantage  of  the  statutory  form  of 
organization,  therefore,  has  no  application  for  the  common 
stock  trust.  For  that  reason,  the  common  stock  trust  nor- 
mally is  set  up  as  a  contractual  trust. 

BOND    TRUSTS 

Bond  trusts,  of  course,  base  their  appeal  mainly  upon  the 
stability  and  steady  cash  income  afforded  by  investments  in 
their  field.  They  have  not  made  a  strong  impression  upon 
the  investment  trust  movement. 

The  portfolio  may  contain  bonds  of  various  descriptions, 
as  illustrated  in  the  Bond  Investment  Trust,  Bond  Invest- 
ment Trust  of  America,  and  Bond  Trust  Shares,  Series  B 
(United  States  Shares  Corporation) ;  or  it  may  be  limited 
to  one  class  of  bonds,  as  in  the  Foreign  Government  Bond 
Trust  Certificates  (created  by  the  Financial  Investing  Com- 
pany of  New  York,  Ltd.,  which  also  operates  on  its  own  ac- 
count as  a  general  trust). 
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FINANCIAL    STOCK    TRUSTS 

Financial  stock  trusts  buy  solely  or  chiefly  bank  stocks  or 
insurance  stocks  or  both.  The  portfolio  is  made  up  of  com- 
mon stocks  of  these  institutions,  neither  commercial  banks 
nor  insurance  companies  having  bonds  or  preferred  stock 
outstanding. 

A  partial  list  of  the  financial  stock  trusts  includes: 

American,  London  &  Empire  Corp. 

Bankers  Securities  Trust  of  America 

Bankstocks  Corporation  of  Maryland 

Eastern  Bankers  Corporation 

Insurance  and  Bank  Stock  Trust 

Insuranshares  Corporation  (five  investment  trusts) 

Joint  Stock  Securities  Company 

New  Jersey  Shares  Corporation 

Participating  Investors  Shares  Corporation 

Philadelphia  Joint  Stock  Trust  Certificates 

Stuyvesant  National  Company,  Inc. 

United  States  Shares  Corporation,  Bank  Stock  Trust 
Shares,  Series  C-1,  C-2,  C-3,  and  Canadian  Bank  Stock  Trust 
Shares,  Series  D. 

Stocks  of  financial  institutions  have  only  recently  come 
into  vogue  among  investors,  and  on  this  popularity  is 
founded  much  of  the  success  of  the  financial  stock  trusts. 

These  fundamental  considerations  have  led  to  speciaUza- 
tion  in  financial  stocks: 

(a)  Banks  and  insurance  companies  are  themselves 
quasi-investment  trusts,  since  their  assets  in  large  part  are 
comprised  of  securities.  Insurance  companies,  except  in  the 
field  of  life  insurance,  buy  stocks  as  well  as  bonds  and  are 
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thus  in  a  position  to  take  advantage  of  the  gains  to  be 
derived  from  common  stocks. 

(b)  The  management  problem  is  simplified  for  the  finan- 
cial stock  trust,  since  the  real  work  of  investment  is  carried 
on  by  highly  competent  executives  of  banks  and  insurance 
companies. 

(c)  In  addition  to  their  income  from  investments,  banks 
and  insurance  companies  can  count  upon  a  substantial  profit 
from  their  banking  operations,  on  the  one  hand,  and  their 
insurance  activities,  on  the  other.  These  operations  are  un- 
usually safe  because  credit  and  insurance  risks  have  been 
reduced  to  a  scientific  basis.  (It  is  interesting,  nevertheless, 
to  note  that  fire  insurance  companies  as  a  whole  have  sus- 
tained a  loss  on  their  insurance  activities  in  recent  years,  this 
loss  being  more  than  offset  by  earnings  on  the  companies' 
investment  activities.) 

(d)  Bank  and  insurance  stocks  show  steady  and  enor- 
mous gains  in  value  over  the  past  decade  or  two,  and  are 
counted  upon  to  show  further  increases  by  reason  of  the 
stable  and  necessary  character  of  their  business.  Thus,  a 
20-year  record  for  30  large  banks,  compiled  by  United  States 
Shares  Corporation,  shows  an  average  yield  of  9.9  per  cent 
on  the  original  investment  and  appreciation  of  258  per  cent 
in  value.  A  10-year  record  for  20  insurance  stocks,  prepared 
by  Insuranshares  Corporation,  shows  an  average  yield  of 
8.1  per  cent  on  the  original  investment  and  appreciation  of 
220  per  cent.  A  subtantial  portion  of  the  investor's  reward 
is  due  to  valuable  subscription  rights  issued  by  banks  and 
insurance  companies  from  time  to  time. 

(e)  Being  usually  priced  at  several  hundred  dollars  apiece, 
bank  and  insurance  stocks  are  out  of  reach  of  the  ordinary 
investor  unless  made  available  to  him  through  the  medium 
of  the  investment  trust. 


GENERAL  AND  SPECIALIZING  TRUSTS  105 

(f)  Banks  and  insurance  companies  are  all  under  some 
form  of  public  supervision,  which  promotes  their  stabihty. 

Most  of  the  financial  stock  trusts  buy  bank  stocks  to  a 
greater  extent  than  insurance  stocks;  a  few,  such  as  Bank 
Stock  Trust  Shares,  Series  C-1,  C-2,  and  C-3  (United  States 
Shares  Corporation),  have  only  bank  stocks.  Insuranshares 
Corporation,  as  its  name  implies,  concentrates  in  the  insur- 
ance field.  Joint  Stock  Securities  Company  and  Philadel- 
phia Joint  Stock  Trust  Certificates,  specializing  in  land  bank 
stocks,  are  exceptional  cases. 

Outstanding  bank  stock  selections  include  such  institu- 
tions as  Bankers  Trust  Co.,  Bank  of  Manhattan  Co.,  Corn 
Exchange  Bank,  Equitable  Trust  Co.,  Farmers'  Loan  and 
Trust  Co.,  First  National  Bank  of  New  York,  Guaranty  Trust 
Co.,  National  City  Bank,  National  Park  Bank,  New  York 
Trust  Co.,  Seaboard  National  Bank,  United  States  Mortgage 
and  Trust  Co. 

Insurance  stocks  on  which  the  purchases  of  investment 
trusts  largely  center  include  such  companies  as  these:  Aetna 
Casualty  &  Surety,  Connecticut  General  Life  Insurance, 
Fidelity  &  Casualty  of  New  York,  Franklin  Fire  Insurance, 
Great  American  Insurance,  Hanover  Fire  Insurance,  Hart- 
ford Fire  Insurance,  Insurance  Company  of  North  America, 
Maryland  Casualty,  National  Surety,  Phoenix  Insurance, 
Springfield  Fire  &  ]Marine  Insurance,  Travelers'  Insurance, 
United  States  Fidelity  &  Guaranty. 

The  same  reason  which  impels  common  stock  trusts  to 
adopt  the  contractual  form  prevails  among  the  financial  stock 
trusts,  though  to  a  lesser  degree.  Income  from  bank  and 
insurance  stocks  is,  in  general,  more  stable  than  that  from 
industrial  common  stocks,  and  therefore  the  issue  of  pre- 
ferred stock  by  a  statutory  trust  which  specializes  in  finan- 
cial institution  stocks  is  permissible.     Bankstocks  Corpora- 
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tion  of  Maryland,  a  statutory  trust  with  preferred  stock  out- 
standing, is  an  illustration. 

Financial  stock  trusts  have  come  in  for  considerable  no- 
toriety. The  Federal  Reserve  Bank  of  New  York,  in  its 
annual  report  for  1927,  said: 

There  have  been  a  number  of  developments  in  the  course  of  the  year 
which  would  appear  to  deserve  careful  scrutiny.  These  developments 
include  ...  an  unusual  amount  of  speculation  in  bank  stocks  particu- 
larly, and  what  appears  to  be  excessive  activity  in  the  organization  of 
companies  to  purchase  bank  stocks. 

A  weakness  of  many  financial  stock  trusts  is  the  compara- 
tively narrow  range  of  high  grade  financial  stocks  to  choose 
from.  The  effect  of  investment  trust  activities  on  the  mar- 
ket for  financial  stocks  is  brought  home  by  the  following 
dispatch,  which  was  printed  in  The  Wall  Street  Journal  of 
April  17,  1928: 

OTTAWA — Rise  in  Canadian  bank  stocks  is  attributed  by  Canadian 
Finance  Department  to  the  purchase  by  a  United  States  investment  trust. 
Stocks  of  Canadian  banks  are  yielding  higher  returns  than  those  of 
large  United  States  Banks.    Most  Canadian  bank  stocks  are  closely  held. 

Yet  another  though  as  yet  unimportant  form  of  financial 
stock  specialization  is  represented  by  General  Trustees  Cor- 
poration. Described  as  a  superinvestment  trust,  this  enter- 
prise concentrates  on  the  purchase  of  investment  trust  se- 
curities. The  superinvestment  trust  works  against  the  pur- 
poses of  wider  diversification  which  are  served  by  having 
many  separate  investment  trusts  instead  of  one.  The  idea, 
however,  has  been  appropriately  advanced  for  investment 
trusts  formed  on  a  small  scale  for  local  investors.  Such  or- 
ganizations, mustering  local  capital,  would  largely  solve  their 
operating  problems  by  placing  their  funds  in  securities  of 
outstanding  investment  trusts  and  would,  at  the  same  time, 
attain  a  high  degree  of  safety. 

Apart  from  the  super-investment  trust  idea,   there  are 
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perfectly  acceptable  cases  of  investment  trusts  within  in- 
vestment trusts  where  specialization  in  investment  trust  se- 
curities is  not  the  predominating  thought.  The  holdings  of 
International  Securities  Corporation  of  America,  Second  In- 
ternational Securities  Corporation,  and  some  others  include 
securities  of  "investment  organizations." 

SINGLE  INDUSTRY  TRUSTS 

Single  industry  trusts  comprise,  for  the  most  part,  those 
specializing  in  public  utilities,  such  as  Power  &  Light  Secur- 
ities Trust,  Railway  &  Light  Securities  Company,  and 
United  States  Electric  Light  &  Power  Shares,  Inc. 

The  theory  behind  the  activities  of  this  group  is  founded 
on  the  stability  and  growth  which  have  been  demonstrated 
by  our  great  electric  and  gas  enterprises.  Failures  in  the 
public  utility  field  are  rare;  nearly  every  prominent  com- 
pany has  shown  a  growth  in  earnings  through  depression 
as  well  as  prosperity;  the  public  utility  industry  is  founded 
on  public  necessity;  it  is  a  cash  business,  non-competitive 
and  requiring  virtually  no  inventories;  it  diversifies  its  sales 
among  millions  of  consumers — these  are  familiar  arguments. 

Investment  trusts  specializing  in  public  utilities  for  the 
most  part  buy  bonds  as  well  as  stocks.  One  public  utility 
trust  divides  its  investments  about  equally  between  pre- 
ferred and  common  stocks,  on  the  interesting  theory  that 
the  preferred  stocks  will  provide  a  bulwark  against  possible 
depression  in  the  stock  market,  while  the  common  stocks  will 
enable  it  to  take  advantage  of  increases  in  value  of  those 
shares. 

Aeronautical  Industries,  Inc.,  Chain  Store  Investment 
Corporation,  Oil  Shares,  Inc. — speciahzing  in  aviation 
stocks,  chain  store  stocks,  and  oil  stocks,  respectively — are 
typical  of  the  single  industries  group,  outside  of  the  public 
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utility  field.  The  main  thought  behind  these  investment 
trusts  was  to  participate  in  expected  large  advances  among 
securities  in  their  particular  field.  Several  of  the  earher  in- 
vestment trusts,  now  liquidated,  were  in  the  single  indus- 
tries group. 

An  argument  against  specialization  in  one  industry  is  that 
investment  trusts,  by  restricting  their  field  too  narrowly,  be- 
come defenseless  against  the  unfavorable  market  situation 
which  would  possibly  result  from  their  own  success  in  buy- 
ing up  the  securities  in  a  single  field.  The  supply  of  high- 
grade  stocks  even  in  so  large  a  field  as  the  public  utilities, 
for  instance,  is  strictly  limited,  and  the  market  for  those 
securities  is  correspondingly  narrow.  Again,  it  is  questioned 
whether  an  investment  trust  which  limits  itself  to  one  indus- 
try is  really  fully  entitled  to  be  called  an  investment  trust. 
If  political  or  other  disturbances  were  to  upset  the  public 
utility  industry,  mere  diversification  among  public  utility 
securities  would  be  scant  protection.  Certainly,  the  single 
industry  trust  does  not  have  the  advantages  of  interindustry 
diversification  which  characterize  common  stock  or  bond 
trusts,  nor  the  broad  underlying  basis  of  diversification  which 
characterizes  most  financial  stock  trusts. 

Extreme  specialization  of  any  kind  subjects  the  investment 
trust  to  the  hazards  of  one  industry  and  thus  deprives  it  of 
the  advantage  of  wide  industrial  diversification.  Although 
there  were  not  long  ago  quite  a  few  investment  trusts  spe- 
cializing in  land  bank  stocks,  little  is  heard  of  them  to-day. 
Land  banks,  as  a  whole,  have  not  had  an  enviable  record,  and 
investment  trusts  specializing  in  these  institutions  have  con- 
sequently suffered  from  the  standpoint  of  market  value  and 
prestige  of  their  securities. 

"Why  not  have  an  investment  trust  for  women,  specializ- 
ing in  industries  which  have  a  feminine  interest,  such  as  de- 
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partment  stores,  chain  stores,  food  products,  women's  wear, 
and  so  forth?" 

This  query,  seriously  propounded  by  one  woman  investor, 
is  of  interest  because  it  illustrates  the  tendency  to  set  up  in- 
vestment trusts  specializing  in  any  and  every  kind  of 
security. 


Chapter  VIII 
FURTHER  ANALYSIS  OF  THE  PORTFOLIO 

Geographical  Origin  of  Securities  Purchased. — International  Invest- 
ment Trusts. — Investment  Trusts  Concentrating  on  American  Se- 
curities.— Additional  Tests  for  Diversification. — Marketability  and 
Credit  Ratings. — Specimen  Portfolio  Analyses. 

GEOGRAPHICAL    ORIGIN    OF    SECURITIES 
PURCHASED 

The  most  important  question  relating  to  composition  of 
the  investment  fund  or  portfolio,  aside  from  the  type  or 
class  of  investments  therein,  is  the  geographical  origin  of 
the  securities  purchased  by  the  investment  trust. 

International  Securities  Corporation  of  America,  Second 
International  Securities  Corporation,  and  United  States  & 
British  International  Company,  Ltd.,  buy  securities  originat- 
ing in  the  four  quarters  of  the  earth.  First  Federal  Foreign 
Investment  Trust  invests  for  the  most  part  in  foreign  securi- 
ties alone. 

A  sizable  group,  represented  by  American  Trustee  Share 
Corporation  and  Investment  Managers  Company,  purchase 
only  American  securities.  Canadian  Bank  Stock  Trust 
Shares,  Series  D  (United  States  Shares  Corporation),  are 
limited  to  investments  in  Canada. 

Others  restrict  their  purchases  to  one  section  of  the  United 
States.  New  Jersey  Bond  &  Shareholding  Corporation,  con- 
centrating on  securities  of  New  Jersey  industries,  is  typical 
of  this  group.  An  extreme  case  was  Bank  Stock  Trustee 
Shares  of  Columbus,  organized  to  buy  exclusively  the  stocks 

no 
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of  six  banks  in  Columbus,  Ohio.  When  localization  is  car- 
ried to  such  a  degree  the  question  may  well  be  asked  whether 
the  fundamental  principle  of  an  investment  trust,  diversi- 
fication, is  not  lost  sight  of  altogether. 

The  motive  for  geographical  restriction  is  expressed  in  the 
slogan,  "Patronize  your  neighborhood  industries."  Geo- 
graphical concentration,  moreover,  enables  the  investment 
trust  to  take  advantage  of  specialized  skill  which  the  man- 
agers may  possess  with  respect  to  securities  of  some  local  area. 
A  disadvantage  of  geographical  restriction  is  that  the  avail- 
able supply  of  local  securities  is  limited,  and  the  price  of 
such  securities  may  be  driven  too  high  by  the  investment 
trust's  activities. 

Broadly,  two  schools  of  opinion  are  distinguishable:  the 
group  favoring  international  diversification  and  that  holding 
to  American  securities.  General  trusts  adhere  to  both 
schools;  specializing  trusts,  on  the  other  hand,  usually  con- 
centrate on  American  investments. 

INTERNATIONAL  INVESTMENT  TRUSTS 

It  is  said  that  there  are  over  200,000  seasoned  and  market- 
able securities  in  the  world.  Thus,  there  is  a  broad  inter- 
national field  in  which  the  investment  trust  can  operate. 

"In  his  heart  of  hearts,"  to  use  the  words  of  a  writer  in 
the  United  States  Investor,  "the  average  American  investor 
is  provincial  enough  to  think  that  the  London  or  any  other 
stock  exchange  must  be  a  modest  affair  compared  with  that 
enormously  active  exchange  on  Wall  and  Broad  Streets.  If 
you  were  to  tell  him  that  all  of  the  listings  on  American 
stock  exchanges  include  only  about  5,000  issues,  while  those 
on  the  London  Exchange  aggregate  8,300  and  those  on  the 
several  exchanges  of  Continental  Europe  include  over  22.000 
issues,  his  surprise  would  be  almost  equal  to  a  shock.     He 
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just  does  not  know  that  the  number  of  listed  securities  on 
the  London  Exchange  alone  is  greater  than  the  number  on 
all  of  the  American  exchanges  added  together;  and  that  the 
stocks  and  bonds  on  the  Continental  exchanges  are  greater 
than  those  of  London  and  America  combined." 

The  degree  of  geographical  diversification  attainable  by 
investment  trusts  is  illustrated  by  the  fact  that  the  combined 
security  holdings  of  our  investment  trusts,  on  a  recent  date, 
represented  interests  in  Africa,  Argentina,  Australia,  Aus- 
tria, Belgium,  Bolivia,  Brazil,  Bulgaria,  Canada,  Central 
America,  Chile,  China,  Colombia,  Cuba,  Czecho-Slovakia, 
Danzig,  Denmark,  Dutch  East  Indies,  Ecuador,  Egypt,  Eng- 
land, Finland,  France,  Germany,  Greece,  Haiti,  Hungary, 
India,  Ireland,  Italy,  Japan,  Jugo-Slavia,  Lithuania,  Luxem- 
burg, Netherlands,  Norway,  Peru,  Poland,  Porto  Rico,  Ru- 
mania, Saar  Territory,  Salvador,  Sweden,  Switzerland,  and 
Uruguay  as  well  as  the  United  States. 

The  investment  trust  operating  internationally  has  the 
opportunity  to  ferret  out  investment  opportunities  which  are 
not  available  in  the  domestic  market.  It  relies,  too,  upon 
the  principle  that  rising  security  markets  in  one  country 
may  be  accompanied  by  falling  security  markets  in  another; 
so  that,  all  in  all,  the  fluctuations  of  securities  purchased 
for  its  portfolio  may  be  ironed  out. 

From  the  Conspectus  of  Business  Cycles  in  Seventeen 
Countries  published  by  the  National  Bureau  of  Economic 
Research,  New  York,  it  would  appear  that  at  the  beginning 
of  1890  prosperity  was  in  full  swing  in  seven  countries,  busi- 
ness recession  had  commenced  in  five  countries  and  de- 
pression prevailed  in  five  countries.  At  the  end  of  1925, 
prosperity  appeared  in  ten  countries,  recession  in  two,  de- 
pression in  four,  and  business  revival  in  one  country. 

Dr.  Rufus  S.  Tucker,  chief  economist  of  American  Found- 
ers Trust,  reduced  leading  index  numbers  of  stock  exchange 
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prices  for  different  countries  to  their  gold  value  by  allowing 
for  current  exchange  fluctuations.  From  these  indexes  it 
appears  that  in  1925  the  low  point  in  stock  prices  was  reached 
in  December  in  Germany  and  France,  while  the  high  point 
was  reached  in  the  United  States,  Canada,  Great  Britain 
and  Japan  in  the  same  month.  In  Japan  the  low  price  was 
reached  in  January,  1925,  while  in  France  and  Germany  the 
high  point  of  that  year  was  reached  in  the  same  month,  and 
in  Italy  the  high  point  was  reached  in  February.  Taking 
the  first  half  of  1926,  the  low  point  for  that  period  was  in 
the  month  of  January  for  Switzerland,  Sweden,  and  Ger- 
many, while  the  high  point  for  Italy  and  Great  Britain  was 
in  January,  and  the  high  point  for  the  United  States,  France, 
Canada,  and  the  Netherlands  was  in  February. 

Arbitraging  is  open  to  the  investment  trust  operating  in- 
ternationally. It  can  be  demonstrated  that  prices  of  the 
same  securities  sometimes  vary  as  among  different  countries. 
The  investment  trust,  therefore,  can  simultaneously  buy  in 
markets  where  securities  are  cheap  and  sell  the  identical  se- 
curities in  other  markets  where  a  higher  price  prevails. 
Similarly,  varying  rates  of  interest  as  among  the  several 
countries  permit  the  investment  trust  to  borrow  where  rates 
are  low  while  placing  its  funds  temporarily  in  the  call  loan 
market  where  money  is  dear.  The  internationally  operating 
investment  trust  is  not,  however,  without  its  difficulties.  It 
must  exercise  more  than  common  vigilance  over  its  pur- 
chases and  its  portfolio. 

Many  investment  trusts,  while  purchasing  securities  of 
other  countries,  place  a  majority  of  their  funds  in  domestic 
securities.  North  American  Investors  Corporation,  class- 
ing itself  as  an  international  investment  trust,  had  on  a 
recent  date  78  per  cent  of  its  funds  in  domestic  securities. 
Moreover,  a  great  number  of  so-called  international  invest- 
ment trusts  are  not  really  such  at  all,  for  the  reason  that 
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their  foreign  securities  are  purchased  entirely  within  the 
United  States.  The  possibility  of  ferreting  out  investment 
opportunities  abroad  presumably  does  not  enter  in  those 
cases. 

INVESTMENT   TRUSTS    CONCENTRATING 
ON    AMERICAN    SECURITIES 

Investment  trusts  which  emphasize  the  purchase  largely 
or  entirely  of  domestic  securities  base  their  activities  upon 
the  well-founded  faith  in  American  institutions  which  is  so 
characteristic  of  the  American  people.  Within  the  United 
States,  it  is  pointed  out,  we  have  an  industrial  empire  pro- 
viding suflQciently  broad  opportunities  for  diversification  on 
the  part  of  the  investment  trust.  This  country,  moreover, 
is  economically  and  politically  self-contLined;  its  future  is 
considered  sure,  regardless  of  possible  unfavorable  develop- 
ments abroad. 

The  investment  trust  which  confines  itself  to  domestic  pur- 
chases requires  a  less  elaborate  statistical  and  administrative 
organization.  Economy  or  more  intensive  investigation  of 
individual  securities  is  made  possible  by  this  policy ;  another 
accompaniment  is  reduction  of  risk  in  individual  purchases 
by  reason  of  the  fact  that  the  progress  of  securities  is  directly 
"under  the  nose"  of  the  investment  trust. 

As  a  matter  of  fact,  American  securities  themselves  rep- 
resent in  some  measure  international  diversification.  Stocks 
of  such  companies  as  Standard  Oil  of  New  Jersey  and  Na- 
tional City  Bank  reflect  activity  which  is  literally  world- 
wide. 

ADDITIONAL  TESTS  FOR  DIVERSIFICATION 

Thus  far,  diversification  of  the  investment  fund  has  been 
studied  on  the  basis  of   (a)   type  of  securities  contained, 
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whether  bonds  or  stocks  or  both,  (b)  industries  represented, 
and  (c)  geographical  origin.  Two  additional  tests  for  diver- 
sification may  be  applied : 

(1)  Of  how  many  securities  is  the  investment  fund  com- 
posed? 

(2)  What  is  the  largest  percentage  of  the  fund  invested 
in  one  security? 

The  number  of  securities  held  by  International  Securities 
Corporation  of  America  on  a  recent  date  was  625.  About 
100  would  probably  be  the  average  for  all  investment  trusts. 
The  number  runs  all  the  way  down  to  a  handful.  California 
Oil  Investment  Trust  Certificates  (Investment  Bond  and 
Share  Company)  represent  ownership  in  only  seven  securi- 
ties, all  oil  stocks. 

Presumably  the  holding  of  a  large  number  of  securities 
results  in  wider  diversification.  But  it  is  interesting  to  note 
that  the  24  stocks  included  in  Diversified  Trustee  Shares 
of  American  Trustee  Share  Corporation  have  about  500 
known  subsidiaries;  the  30  stocks  in  Diversified  Trustee 
Shares,  Series  B,  of  the  same  company  have  about  750  known 
subsidiaries.  Reasons  for  limiting  the  number  of  securities 
in  the  portfolio  are  the  greater  economy  and  simplicity  ob- 
tainable; also,  the  fact  that  statistical  research  can  be  ap- 
plied more  intensively  to  a  few  securities  than  to  a  great 
many. 

A  more  accurate  test  for  the  degree  of  diversification  re- 
lates to  the  largest  percentage  of  the  portfolio  invested  in 
one  security.  American,  British  &  Continental  Corporation 
on  a  recent  date  reported  that  not  more  than  3  per  cent  of 
its  portfolio  was  invested  in  any  one  security.  At  least  34 
securities,  therefore,  must  have  been  carried,  and  probably 
a  much  greater  number. 
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MARKETABILITY      AND      CREDIT      RATINGS 

Marketability  of  the  securities  carried  by  the  investment 
trust  need  not  generally  be  absolute.  By  and  large,  the  in- 
vestment trust  purchases  for  the  long  pull;  it  is  not  pri- 
marily interested  in  the  immediate  liquidity  of  its  holdings. 
Nevertheless,  a  substantial  portion  of  the  securities  held 
should  be  readily  marketable,  in  order  that  the  investment 
trust  may  be  prepared  to  meet  maturing  obligations  or  re- 
deem certificates.  If  the  investment  fund  does  not  contain 
readily  marketable  securities,  the  investment  trust,  in  the 
event  of  being  called  upon  to  make  payments,  would  have  to 
part  with  a  portion  of  its  holdings  at  forced  sale  and  possi- 
bly at  depreciated  prices.  American,  British  &  Continental 
Corporation,  in  illustration  of  its  policy  in  acquiring  market- 
able securities,  announced  that  on  December  31,  1927,  ap- 
proximately 70  per  cent  of  its  investment  fund  comprised 
securities  listed  on  the  New  York,  London,  Paris  or  other 
important  exchanges. 

Marketability  of  the  securities  held  is  desirable  for  other 
reasons.  Where  there  is  a  ready  market  for  securities,  there 
are  always  available  published  price  quotations.  It  is  then 
possible  to  make  a  fairly  accurate  appraisal  of  the  worth  of 
the  investment  fund.  Thus,  Investors  Equity  Company, 
Inc.,  appraised  its  portfolio  as  of  November  30,  1927,  at 
$6,352,599.54,  and  made  public  that  figure.  Had  the  bulk 
of  securities  held  by  Investors  Equity  Company,  Inc.,  not 
been  readily  marketable,  an  appraisal  of  their  worth  would 
have  been  based  largely  on  guesswork.  Again,  marketability 
facilitates  getting  rid  of  securities  which  the  investment  trust 
may  need  or  wish  to  sell. 

Finally,  marketability  of  the  portfolio  is  helpful  in  prevent- 
ing manipulation.  Such  a  case  as  the  following,  suggested 
by  Albert  W.  Atwood  in  the  Saturday  Evening  Post,  is  not 
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likely  to  occur  when  a  broad  market  exists  for  the  securities 
purchased  by  the  investment  trust : 

If  a  manager  [for  an  investment  trust]  likes  the  look  of  a  stock,  what 
is  to  prevent  him  iDuying  100  shares  for  his  own  account  and  the  next 
day  purchasing  four  or  five  thousand  shares  for  the  fund,  thus  con- 
veniently boosting  the  price  of  his  own  holding  at  just  the  right  time? 

Or  if  the  statisticians  report  that  a  stock  of  which  the  manager  has 
100  shares  and  the  fund  5,000  shares  doesn't  look  so  good,  what  is  to 
prevent  the  opposite  transaction?  The  manager  slips  out  of  his  own 
holdings  first,  sells  another  hundred  short  for  good  luck  and  then  covers 
profitably  on  the  slump  which  follows  the  unloading  of  the  company's 
big  block. 

(Note — Seldom,  if  ever,  does  an  investment  trust  hold  as  much  as 
5,000  shares  of  one  stock.) 

Marketability  of  the  portfolio  has  already  been  touched 
upon  in  connection  with  unit  share  trusts,  financial  stock 
trusts,  single  industry  trusts,  and  investment  trusts  w^hich 
restrict  their  purchases  within  a  narrow  geographical  area. 
Unless  a  broad  market  exists  for  the  investments  of  those 
enterprises,  continued  purchase  by  an  investment  trust  of 
securities  within  a  defined  field  would  tend  to  bring  about 
artificially  high  prices  for  the  very  securities  purchased,  and 
thus  defeat  its  own  purpose;  conversely,  sales  of  such  securi- 
ties would  result  in  artificially  low  prices. 

Importance  is  attached  by  some  investment  trusts  to  the 
credit  ratings  of  the  securities  which  they  buy.  Theoretically, 
the  investment  trust  managers  should  be  left  free  to  decide 
for  themselves  as  to  the  desirability  of  purchases,  but  prac- 
tically it  is  sometimes  expedient  to  advertise  that  a  certain 
portion  of  the  investment  fund  is  in  securities  rated  "A"  or 
"Baa"  by  Moody's  Investors  Service.  Investors  are  thus 
informed  of  the  nonspeculative  character  of  the  securities 
held.  American  Trustee  Share  Corporation,  for  instance, 
states  that  93  per  cent  of  the  investment  fund  for  its  Diver- 
sified Trustee  Shares  and  95  per  cent  of  the  investment  fund 
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for  its  Diversified  Trustee  Shares,  Series  B,  is  in  securities 
rated  "Baa"  or  better  by  Moody's. 

If  the  investment  trust  operates  on  an  international  scale, 
such  ratings  for  its  securities  will  be  largely  unobtainable. 
It  is,  however,  possible  to  apply  to  those  securities  another 
test,  which  is  to  a  certain  extent  indicative  of  their  specula- 
tive or  nonspeculative  character.  The  test  concerns  the  cur- 
rencies in  which  the  investment  trust's  investments — partic- 
ularly, its  holdings  of  bonds — are  expressed.  The  portfolio 
of  International  Securities  Corporation  of  America  as  of 
November  30,  1927,  comprised  securities  of  which  87  per 
cent  were  payable  in  American  dollars,  British  pounds  and 
German  gold  marks  and  13  per  cent  in  other  currencies.  To 
some  extent,  the  last  item  represents  speculation  in  cur- 
rencies whose  future  is  uncertain. 

SPECIMEN     PORTFOLIO     ANALYSES 

Ready-made  analyses  are  frequently  made  available  by 
investment  trusts  with  respect  to  the  contents  of  their  port- 
folios.   Some  typical  analyses,  as  of  the  close  of  1927,  follow: 

Allied  International  Investing  Corp. 

Number  of  securities  held 133 

Bonds 49% 

Stocks 51% 

100% 

Railroads 10% 

Public  Utilities 15% 

Banks  and  insurance 22% 

Industrial 23% 

Governmental 30% 

100% 

United  States 18% 

France 20% 

Germany 11% 

Colombia 11% 

Other 40% 

100% 
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First  Federai,  Foreign  Investment  Trust 

Number  of  securities  held 113 

Bonds 89% 

Preferred  stocks 1  % 

Common  stocks 10% 

100% 

Rails 3% 

Public  utilities 9% 

Industrial 24% 

Banks 25% 

Governmental 39% 

100% 

North  America 5% 

Central  America 7% 

South  America 22% 

West  Indies 5% 

Europe 60% 

Asia ' 1% 

100% 

Listed  on  New  York  Stock  Exchange 39% 

Listed  on  New  York  Curb  Market 12% 

Listed  on  foreign  exchanges 19% 

Unlisted  but  actively  traded  in  New  York 15% 

Unlisted  and  inactive 15% 


100% 


International  Securities  Corp.  of  America 

Bonds 79% 

Preferred  stocks 3% 

Common  stocks 3% 

Cash  and  equivalent 15% 

100% 

Transportation 4% 

Public  utility 9% 

Industrial 19% 

Financial  institutions 15% 

Governmental 38% 

Cash  and  equivalent 15% 

100% 
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United  States 30% 

British  Empire 2% 

Central  and  South  America 8% 

Continental  Europe 57% 

Asia 3% 

100% 

Payable  in  dollars 58% 

Payable  in  German  gold  marks 23% 

Payable  in  pounds  sterling 7% 

Payable  in  other  currencies 12% 

100% 
Investment  Company  of  America 

Bonds  and  notes 28% 

Preferred  stocks 27% 

Common  stocks 33% 

Cash  and  other  assets 12% 

100% 

Rails 14% 

Public  utilities 26% 

Industrials 40% 

Foreign •• .  8% 

Cash  and  other  assets 12% 

100% 
Mutual  Investment  Company 

Number  of  securities  held 165 

Short-term  securities 35% 

Long-term  bonds 16% 

Preferred  stocks 6% 

Common  stocks 43% 

100% 

Listed  on  New  York  Stock  Exchange 60% 

Listed  on  New  York  Curb  Market 15% 

Unlisted 25% 

100% 
North  American  Investors  Corporation 

Number  of  securities  held 112 

Bonds 51  % 

Preferred  stock 13% 

Bank  stocks 11% 

Common  stocks 25% 

100% 
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Industrial  and  railroad 29% 

Banks  and  insurance 11% 

Public  utilities 40% 

Foreign 20% 

100% 

United  States 78% 

South  America 9% 

Europe 11% 

Others 2% 


100% 


Second  International  Securities  Corp. 

Bonds 68% 

Preferred  stock 4% 

Common  stock 17% 

Cash 11% 

100% 

Governmental 35% 

Transportation 5% 

Public  utilities 6% 

Industrial 22% 

Banks  and  trust  companies 17% 

Investment  organizations 4% 

Cash 11% 

100% 

United  States 22% 

British  Empire 5% 

Central  and  South  America 6% 

Continental  Europe 64% 

Asia 3% 


100% 

Payable  in  dollars 41  % 

Payable  in  German  gold  marks 28% 

Payable  in  pounds  sterling 10% 

Payable  in  other  currencies 21  % 

100% 
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Security  Management  Company  (N.  Y.) 

First  Investment    Second  Investment 
Fund  Fund 

Bonds 28%  30% 

Preferred  stocks 22%  22% 

Common  stocks 23%  20% 

Cash  and  call  loans 27%  28% 

100%  100% 

Stuyvesant  Bond  &  Share  Corporation 

Bonds 28% 

Preferred  stocks 47  % 

Common  stocks 25% 

100% 

Public  utilities 33% 

Industrials 37% 

Railroads 8% 

Foreign 20% 

Miscellaneous 2% 

100% 

Wisconsin  Investment  Company 

Bonds 32% 

Preferred  stocks 9% 

Common  stocks 48% 

Available  for  investment 11% 

100% 

Industrial 22% 

Banks,  insurance,  etc 5% 

Public  utilities 12% 

Rails 17% 

Foreign 31% 

Investment  trusts  operating  abroad 2% 

Available  for  investment 11% 

100% 


Chapter  IX 
INVESTMENT  RESTRICTIONS 

Discretionary  Trusts. — Fixed  Trusts. — Unlimited  vs.  Limited  Discre- 
tion.— Typical  Investment  Restrictions. — Other  Investment  Pro- 
visions.— Considerations  Affecting  Unit  Share   Trusts. 

DISCRETIONARY    TRUSTS 

How  much  discretion  should  be  given  to  the  managers 
with  respect  to  altering  the  composition  of  the  investment 
fund?  On  this  score,  more  perhaps  than  on  any  other,  wide 
divergence  of  opinion  has  developed. 

Two  diametrically  opposed  views  are  presented.  The 
majority  view  points  to  the  fact  that  a  security  which  is 
good  to-day  may  be  bad  to-morrow. 

"The  practical  examples  of  fallen  leaders,  such  as  the 
American  Woolen  Company,  the  International  Mercantile 
Marine  Corporation,  the  Virginia  Carolina  Chemical  Com- 
pany, and  the  Chicago,  Milwaukee  &  St.  Paul  Railroad," 
it  is  appropriately  stated,  "emphasize  the  truth  that  invest- 
ment values  are  perpetually  in  flux,  and  must  continuously 
be  reexamined  in  the  light  of  altered  conditions." 

Therefore,  according  to  this  view,  the  managers  should 
be  empowered  in  their  judgment  to  alter  the  composition  of 
the  investment  fund.  As  expressed  by  Dr.  Leland  Rex  Rob- 
inson, President  of  Second  International  Securities  Corpora- 
tion: 

The  investment  trust  operates  on  the  hypothesis  that  there  is  no 
formula  for  safety  which  does  not  include  eternal  vigilance.  Changing 
conditions  require  that  investment  policies  be  sufficiently  flexible  to  meet 
them. 

123 
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This  does  not  mean  that  the  fundamental  standards  by  which  we 
measure  investment  quaUty  are  forever  changing.  It  means  that  an 
investment  which  is  "sound"  to-day  may  be  "unsound"  to-morrow,  by 
reason  of  changing  conditions. 

Hence  the  emphasis  which  the  largest  and  most  conservatively  man- 
aged investment  trusts  place  upon  continuous  supervision  of  every  item 
in  the  investment  portfolio.  Diversification  of  risk  in  itself  is  of  com- 
paratively little  use  unaccompanied  by  continuous  supervision,  which  is 
an  essential  of  safety. 

The  question  also  suggests  itself  whether  an  investment  trust  has  any 
other  reason  for  maintaining  constant  guard  over  its  holdings.    It  has. 

A  properly  equipped  investment  trust  should  be  able  in  the  long  run 
to  realize  substantial  profits  in  the  investment  and  reinvestment  of  its 
capital,  and  these  profits  should  considerably  outweigh  any  losses  re- 
sulting from  turnover. 

FIXED     TRUSTS 

The  opposing  view  has  been  developed  by  the  fixed  trusts, 
such  as  American  Basic-Business  Shares  Corporation,  Ameri- 
can Trustee  Share  Corporation,  Investment  Trust  Shares, 
Series  A  and  B,  and  Investors  Trustee  Foundation  of  United 
States,  Inc.  Virtually  all  of  the  fixed  trusts  are  common 
stock  trusts.  In  them,  the  sponsors  have  no  discretion  to 
change  the  contents  of  the  portfolio.  The  only  substitutions 
which  may  take  place  in  the  investment  fund  are  where  an 
exchange  of  securities  occurs  automatically  through  recapi- 
talization or  reorganization  of  any  of  the  companies  whose 
securities  are  held. 

The  wording,  as  found  in  one  of  the  more  recent  inden- 
tures, is  given  below: 

In  case  any  one  or  more  of  the  companies  merges  or  consolidates 
with  any  other  company  or  companies  or  sells  or  conveys  all  or  sub- 
stantially all  of  its  property  as  an  entirety  to  another  company  or  com- 
panies or  enters  into  or  becomes  party  to  an  arrangement  of  readjust- 
ment or  reorganization  whereby  its  capitalization  is  increased  or  reduced 
or  altered  or  modified  or  in  any  way  changed  or  whereby  a  new  company 
or  companies   are   formed   which   acquire   all   or  substantially   all   the 
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property  and  assets  formerly  owned  by  the  company,  then  and  in  every 
such  case,  the  Depositary  [Trustee]  shall  exchange  or  convert  the  stock 
or  security  of  such  company  deposited  hereunder  for  or  into  the  stock, 
and/or  securities  and/or  cash  for  which  the  same  is  exchangeable  or 
into  which  it  is  convertible.  .   .   . 

In  the  event  of  said  stock  of  the  companies  being  at  any  time  divided 
into  shares  of  any  denominations  other  than  their  present  respective 
denominations  .  .  .  then  this  Agreement  .  .  .  shall  thereafter  for  all  pur- 
poses be  read  as  though  such  new  denominations  or  number  of  shares  had 
originally  been  referred  to  herein  in  place  of  the  said  present  respective 
denominations  or  number  of  shares. 

Fixed  trust  proponents  freely  admit  that  investment 
values  are  subject  to  change.  They  believe,  however,  that 
possible  losses  due  to  the  failure  of  one  or  more  companies 
whose  securities  are  held  are  not  so  serious  as  possible  losses 
which  might  result  from  giving  the  managers  discretion  to 
change  the  investment  fund.    The  case  is  stated  as  follows: 

The  investor  in  a  managed  investment  trust,  while  relying  on  the 
wisdom  and  integrity  of  the  managers,  has  for  the  most  part  no  assur- 
ance that  the  present  managers  will  continue  in  good  health  and  in  con- 
trol. Conceded  good  management,  the  investment  trust  which  gives 
discretion  to  the  managers  will  probably  show  larger  profits  for  its 
participants  than  the  fixed  trust,  but  we  regard  it  as  more  speculative. 
In  the  managed  investment  trust,  the  human  element  of  misjudgment  is 
bound  sometimes  to  creep  in  and  cause  losses. 

It  is  contended  that  no  man  or  group  of  men  is  sufficiently  omniscient 
to  know  when  any  given  security  should  be  sold.  Usually,  the  informa- 
tion leading  to  sale  becomes  available  too  late  for  the  investment  trust 
to  take  profitable  advantage  of  it.  As  the  mortgage  bond  provides  that 
substitutions  in  the  mortgaged  properties  shall  not  be  made,  lest  doubtful 
properties  be  substituted  in  the  place  of  good  properties,  so  the  fixed 
trust  for  a  like  reason  prohibits  substitutions. 

If  the  investor  wants  to  do  away  with  the  possibility  of  mismanage- 
ment he  should  eliminate  management  altogether.  In  the  opinion  of 
the  fixed  trust  advocates,  it  is  much  better  for  a  shareholder  to  sell  his 
shares  if  he  feels  that  the  market  is  too  high  or  if  he  fears  that  some 
threatening  clouds  are  on  the  horizon.  At  least  the  blame  cannot  be 
placed  on  the  shoulders  of  any  one  else. 

The  original  selection  of  securities  in  a  fixed  trust  is  such  as  to  take 
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advantage  to  some  extent  of  changes  in  the  trend  of  industry.  New 
fields  of  manufacture,  if  they  develop,  are  likely  to  come  under  the  fold 
of  the  big  companies  which  the  fixed  trust  includes  in  its  portfolio. 
The  "unknown"  corporation  suddenly  rising  to  prosperity  is  pretty 
much  a  thing  of  the  past.  As  an  instance  of  this  tendency,  electric 
refrigeration,  which  is  among  our  newest  industries,  has  come  quite  defi- 
nitely under  the  wing  of  two  large  corporations:  General  Electric  and 
General  Motors. 


UNLIMITED   VS.    LIMITED   DISCRETION 

Within  the  group  of  investment  trusts  which  provide  for 
the  exercise  of  management  powers,  the  degree  of  discretion 
varies  widely.  General  American  Investors  Company,  Inc., 
Old  Colony  Investment  Trust,  Shawmut  Bank  Investment 
Trust,  and  Standard  Investing  Corporation  give  the  man- 
agers unlimited  powers.  Thus,  Old  Colony  Investment  Trust 
stipulates : 

No  investment  or  reinvestment  shall  be  deemed  improper  because  of 
its  speculative  character  or  because  a  greater  proportion  of  the  trust  is 
invested  therein  than  is  usual  for  trustees  or  by  reason  of  any  interest, 
direct  or  indirect,  which  any  trustee  or  any  contributor  or  shareholder 
or  depositary  or  Old  Colony  Trust  Company  or  Old  Colony  Corporation 
or  any  subsidiary  or  affiliated  interest,  either  individually  or  in  any 
representative  or  fiduciary  capacity,  may  have  therein,  or  by  reason  of 
any  profit  which  they  or  any  of  them  may  make  therefrom. 

Old  Colony  Trust  Company  and  Old  Colony  Corporation  and  any 
subsidiary  or  affiliated  interest  or  any  trustee  may  buy  from  the  trust 
and  sell  to  others  any  shares,  debentures  and  obligations  of  the  trust  in 
all  respects  as  if  no  fiduciary  relation  existed,  and  no  such  transaction 
shall  be  considered  improper  whether  or  not  any  profit  is  received. 

Investment  trusts  which  give  entire  freedom  to  the  man- 
agement comprise,  in  part,  those  which  are  closely  affiliated 
with  old  and  well-estabhshed  investment  banking  houses. 
The  proved  ability  of  the  managers  in  such  cases  is  consid- 
ered to  warrant  giving  them  full  discretion.  Unlimited  pow- 
ers, also,  are  frequently  given  in  investment  trusts  which 
are  financed  with  private  capital.    The  operations  of  man- 
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agement  then  are  of  concern  only  to  the  small  group  who 
are  participants. 

On  the  other  hand,  a  great  number  of  investment  trusts 
have  found  it  desirable  to  tie  the  managers'  hands  in  one  way 
or  another.  The  purpose  of  restricting  management,  in  these 
cases,  is  to  maintain  quasi- automatically  certain  standards 
of  diversification  or  quality  for  the  securities  in  the  portfolio. 
An  important  motive  for  setting  up  management  restrictions 
has  been  to  gain  the  confidence  of  investors  who  might  not 
otherwise  be  inclined  to  put  their  money  into  the  invest- 
ment trust. 

There  is  weight  in  the  assertion  that  if  any  discretion  is 
given  to  the  managers,  that  discretion  should  be  broad. 
Only  if  the  managers  are  given  rein  can  they  presumably 
obtain  the  maximum  possible  profits  for  the  investment 
trust.  When  the  investment  restrictions  are  too  stringent, 
they  have  been  found,  on  occasion,  to  be  embarrassing  to 
the  management.  Thus,  if  the  restrictions  provide  that 
bonds,  to  be  eligible  for  purchase  by  the  investment  trust, 
must  have  a  book  value  equal  to  at  least  200  per  cent  of  the 
market  price,  it  will  be  difficult  to  find  good  railroad  bonds  to 
include  in  the  portfolio. 

It  may  he  stated  that  the  essential  element,  in  any  case, 
is  not  so  much  the  nature  of  the  restrictions  adopted  as  the 
integrity  of  management.  An  unscrupulous  management 
would  probably  find  it  easy  to  contravene  the  spirit  if  not 
the  letter  of  such  restrictions  as  may  have  been  set  up. 

The  investment  restrictions,  if  any,  under  which  a  statu- 
tory trust  operates  will  be  found  in  the  charter,  declaration 
of  trust  or  by-laws;  occasionally,  in  the  indenture  under 
which  bonds  are  issued.  For  the  contractual  trust,  they  will 
be  found  in  the  indenture  under  which  certificates  are  issued. 
The  restrictions  apply  with  respect  to  the  type,  class  or  geo- 
graphical origin  of  the  securities  purchased — in  fact,  with 
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respect  to  any  one  or  all  of  the  tests  which  have  been  sug- 
gested for  analysis  of  the  portfolio. 

TYPICAL     INVESTMENT     RESTRICTIONS 

Diversified  Securities  Corporation  stipulates  that  not  over 
50  per  cent  of  its  portfolio  shall  be  invested  in  stocks,  al- 
though it  may  presumably  place  the  entire  fund  in  bonds. 

Provisions  for  industrial  and  geographical  diversification 
are  more  common.  Thus,  Second  International  Securities 
Corporation  stipulates  that  not  over  121/0  per  cent  of  the 
investment  fund  may  be  in  any  one  industry,  except  rail- 
roads, banking,  insurance  and  investment  organizations,  in 
each  of  which  the  maximum  permissible  investment  is  25 
per  cent  of  the  portfolio.  The  same  investment  trust  pro- 
vides that  not  over  35  per  cent  of  its  assets  shall  be  in  se- 
curities emanating  from  any  one  foreign  country. 

International  Securities  Corporation  of  America,  Second 
International  Securities  Corporation,  and  United  States  & 
British  International  Company,  Ltd.,  provide  that  not  less 
than  400  different  securities  shall  be  carried.  Investment 
Managers  Company  specifies  that  each  of  its  funds,  to  the 
extent  that  it  is  invested  in  stocks,  shall  be  invested  in  not 
more  than  30  companies. 

Restrictions  with  respect  to  the  maximum  investment  in 
one  security  are  especially  frequent.  Thus,  Investors  of 
Washington,  Inc.,  limits  the  investment  in  securities  of  any 
one  company  to  5  per  cent  of  the  portfolio.  In  many  cases, 
a  limitation  with  respect  to  the  maximum  percentage  of  the 
portfolio  in  one  security  or  in  the  securities  of  one  issue 
constitutes  the  only  investment  restriction.  The  sole  regula- 
tion adopted  by  Kidder  Participations,  Inc.,  is  that  the  en- 
terprise "shall  not  invest  more  than  10  per  cent  of  total  capi- 
tal in  securities  of  any  one  corporation,  in  any  one  tract  or 
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parcel  of  real  estate  or  in  any  one  kind  of  merchandise." 
Kidder  Participations,  Inc.,  No.  2  and  No.  3  specify  that 
they  "shall  not  invest  more  than  20  per  cent  of  total  capital 
in  securities  of  any  one  corporation." 

Various  restrictions  applying  to  the  maximum  proportion 
of  the  investment  fund  in  any  one  security  or  class  of  secu- 
rity are  summarized  below : 

MAXIMUM  PERCENTAGE  OF  PORTFOLIO 
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United  Bond  &  Sh.  Corp 
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NOTES: 

Diversified  Securities  Corporation — maximum  investment  in  bonds  of 
one  company,  10  per  cent;  in  stock  of  one  company,  5  per  cent. 

Financial  Investing  Company  of  New  York,  Ltd. — restrictions  do 
not  apply  to  that  portion  of  the  investment  fund  which,  on  the  basis  of 
market  value,  is  in  excess  of  the  par  value  of  the  company's  bonds  and 
stock  outstanding. 
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International  Bond  &  Share  Corp. — maximum  investment  in  preferred 
stocks,  15  per  cent;  in  common  stocks,  25  per  cent;  in  securities  of 
foreign  countries,  65  per  cent. 

International  Securities  Corporation  of  America — maximum  investment 
in  one  security  does  not  apply  to  governmental  issues. 

Investment  Managers  Company — restrictions  do  not  apply  to  that 
portion  of  the  investment  fund  which  is  invested  in  securities  other  than 
stocks. 

Second  International  Securities  Corporation — maximum  investment  in 
securities  of  one  government  (except  United  States  and  Great  Britain, 
to  which  no  limit  applies)  or  one  financial  institution,  5  per  cent. 

Standard  International  Securities  Corporation — maximum  investment 
in  one  security  does  not  apply  to  governmental  issues  or  securities  of 
financial  institutions. 

United  States  &  British  International  Company,  Ltd. — maximum  in- 
vestment in  one  security  does  not  apply  to  obligations  of  the  United 
States  or  Great  Britain. 

United  Bond  &  Share  Corporation — maximum  investment  in  one  bond 
issue,  10  per  cent;  in  one  stock  issue,  5  per  cent. 

Most  discretionary  trusts  do  not  specify  that  their  invest- 
ments shall  be  marketable.  Investment  Managers  Company, 
however,  goes  all  the  way  in  assuring  that  securities  in  the 
fund  shall  have  a  ready  market.  Stocks  to  be  purchased 
must  be  listed  on  the  New  York  Stock  Exchange  and  trans- 
actions in  them  must  have  been  recorded  within  the  period 
of  one  year;  the  total  outstanding  amount  of  any  given  stock 
must  be  at  least  $20,000,000.  United  States  Shares  Cor- 
poration in  its  Common  Stock  Trust  Shares,  Series  A- 1,  pro- 
vides that  each  of  its  securities  shall  be  listed  on  the  New 
York,  Boston  or  Chicago  stock  exchange.  Mutual  Invest- 
ment Company  states  that  not  less  than  60  per  cent  of  the 
investment  fund  shall  be  in  securities  listed  on  the  New 
York  stock  exchange.  International  Securities  Corporation 
of  America  agrees  merely  that  its  investments  must  be 
"marketable." 

Frequently  restrictions  are  applied  to  the  investment  cali- 
ber of  securities  purchased.    In  the  case  of  Common  Stock 
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Trust  Shares,  Series  A-1,  of  United  States  Shares  Corpora- 
tion, "no  more  than  10%  shall  be  in  shares  rated  lower  than 
Ba  in  Moody's  Manual;  no  stocks  shall  be  acquired  if  rated 
lower  than  B;  no  more  than  50%  shall  be  in  stocks  rated 
lower  than  Baa;  not  less  than  20%  must  be  in  stocks  rated 
A  or  higher."  The  stocks  must  also  have  paid  a  dividend 
within  six  months. 

More  liberal  is  the  provision  of  International  Securities 
Corporation  of  America  that  securities  to  be  eligible  for  pur- 
chase must  be  seasoned  and  the  issues  must  have  been  estab- 
lished at  least  four  years.  North  American  Investors 
Corporation  stipulates  that  "only  those  securities  will  be  pur- 
chased about  which  reliable  information  and  data  can  be 
ascertained  relative  to  management,  history,  assets,  earnings, 
and  income  of  the  corporations  or  other  authorities  or  or- 
ganizations issuing  securities."  The  American  Founders 
group  adopts  its  own  restrictions  with  respect  to  the  amount 
of  any  security  which  may  be  purchased,  in  accordance  with 
a  rating  given  to  each  security  by  the  statistical  department. 

The  standards  adopted  by  Financial  Investing  Company 
of  New  York,  Ltd.,  are  of  peculiar  interest.  Securities  to 
be  eligible  must  be  fully  paid  and  nonassessable.  By  that 
provision,  bank  stocks  are  eliminated,  since  under  the  na- 
tional and  state  banking  laws  liability  attaches  to  the  holder 
of  bank  stocks.  Moreover,  certain  requirements  as  to  book 
value  or  dividend  record  must  be  met  before  securities  are 
eligible  for  purchase: 

Book  Value        Five-year  dividend  record 

CoUateral  bonds 110% 

First  mortgage  bonds 150% 

Other  bonds 200% 

Preferred  stocks 250%        or  Dividends  paid  regularly 

Common  stocks 250%        or  Dividends  equal  to  4%  of 

purchase  price  paid  regu- 
larly. 
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OTHER      INVESTMENT      PROVISIONS 

An  important  provision  which  has  been  adopted  by  some 
investment  trusts  relates  to  the  percentage  of  the  outstand- 
ing securities  of  any  given  corporation  which  the  investment 
trust  may  hold.  International  Securities  Corporation  of 
America  may  not  own  over  20  per  cent  of  the  outstanding 
amount  of  any  one  issue.  Diversified  Securities  Corpora- 
tion may  not  hold  over  50  per  cent  of  the  voting  stock  of 
one  company;  Inland  Investors,  Inc.  not  over  12Vii  per  cent; 
Investment  Managers  Company,  not  over  10  per  cent.  In- 
vestors of  Washington,  Inc.,  agrees  that  it  "shall  not  acquire 
a  controlling  interest  in  any  business  organization  or  enter 
in  any  way  into  the  management  of  such  concerns,  with 
the  exception  of  other  investment  trusts." 

These  provisions  are  designed  to  prevent  entangling  alli- 
ances with  companies  whose  stocks  are  owned.  It  is  felt 
that  an  investment  trust,  if  it  holds  too  large  a  proportion 
of  the  securities  of  one  corporation,  tends  to  lose  the  inde- 
pendent viewpoint. 

Presumably,  securities  which  have  become  no  longer  ehgi- 
ble  for  purchase  under  the  restrictions  set  up  by  an  invest- 
ment trust  must  be  sold  forthwith.  International  Securities 
Corporation  of  America  provides: 

From  time  to  time,  the  Board  of  Directors  shall  sell  and  dispose  of 
all  securities  within  one  year  after  they  shall  have  ascertained  that  such 
securities  at  their  original  cost  would  not  then  be  eligible  for  purchase 
by  them. 

Occasionally,  the  management  restrictions  leave  the  in- 
vestment trust  free  to  hold  securities  after  they  have  become 
ineligible  for  purchase.  Investment  Managers  Company 
does  not   stipulate   that   securities,   purchased   within   the 
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limits  of  the  restrictions  set  up,  must  be  disposed  of  when 
they  no  longer  fit  within  those  restrictions. 

A  number  of  investment  trusts  specify  that  their  purchases 
shall  be  made  only  from  an  approved  list  of  securities  an- 
nounced in  advance.  Investment  Trust  of  New  York,  Inc., 
and  Massachusetts  Investors  Trust  adhere  to  this  plan.  It 
is  usually  provided,  however,  that  the  managers  may  from 
time  to  time  make  changes  in  the  approved  list,  so  that 
the  restrictive  effect  of  the  plan  is  in  great  part  nullified. 

Investment  Shares  Corporation  has  adopted  the  unique 
plan  of  selecting,  to  begin  with,  a  list  of  50  stocks  in  which, 
and  in  no  others,  it  may  invest  (except  temporarily  in 
United  States  Government  bonds  or  call  loans).  United 
States  Electric  Light  &  Power  Shares,  Inc.,  has  a  list  of  69 
public  utility  preferred  and  common  stocks  in  which  its 
funds  may  be  invested.  The  management  is  restricted  to 
making  changes  in  the  portfolio  under  these  conditions: 

(a)  If  any  of  the  securities  shall  be  retired  at  the  option  of  any  of 
the  companies,  the  proceeds  from  such  redemption  shall  be  rein- 
vested in  the  security  most  nearly  comparable  to  that  which  has 
been  retired,  of  the  same  company.  If  for  any  reason  such  is  not 
available  nor  of  sufficient  intrinsic  value  to  warrant  such  invest- 
ment, then  the  proceeds  thus  obtained  shall  be  reinvested  in  some 
one  or  more  of  the  other  securities  contained  in  the  Trust  with 
regard  to  proper  geographical  diversification,  intrinsic  value,  etc., 
but  in  no  other. 

(b)  If  one  or  more  of  the  companies,  the  securities  of  which  are  in- 
cluded in  the  Trust,  shall  be  absorbed  by  another  company  which 
offers  its  stock  in  exchange,  the  former  stock  shall  be  exchanged 
for  such  new  stock  offered  for  exchange  if  of  sufficient  intrinsic 
value,  or  if  such  is  not  the  case,  for  some  security  of  the  new 
company  which  is  deemed  of  satisfactory  merit.  If  none  of  the 
securities  of  the  new  company  is  deemed  of  sufficient  merit  to 
purchase,  then  the  former  stock  shall  be  sold  and  the  proceeds 
reinvested  in  some  one  or  more  of  the  other  securities  contained 
in  the  Trust  with  regard  to  proper  geographical  diversification, 
intrinsic  value,  etc.,  but  in  no  other. 

(c)  If,  by  reason  of  rapidly  decreasing  intrinsic  value  or   for  any 
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other  reason,  any  security  contained  in  the  Trust  shall  be  deemed 
no  longer  safe  to  hold,  it  shall  be  sold  and  the  proceeds  reinvested 
in  some  one  or  more  of  the  other  securities  contained  in  the  Trust 
with  regard  to  proper  geographical  diversification,  intrinsic  value, 
etc.,  but  in  no  other. 

Investment  Shares  Corporation  and  United  States  Elec- 
tric Light  &  Power  Shares,  Inc.,  by  restricting  the  securities 
which  may  be  purchased  to  a  fixed  list,  approach  the  fixed 
trust  idea.  It  is  obvious,  however,  that  where  discretion  is 
permitted  at  all,  the  investment  trust  is  still  far  from  being 
a  fixed  trust. 

CONSIDERATIONS    AFFECTING    UNIT    SHARE 

TRUSTS 

A  generalization  which  holds  true  is  that  fixed  trusts  and 
most  investment  trusts  which  contemplate  the  exercise  of 
comparatively  little  management  take  the  unit  share  form. 
The  advantage  of  letting  the  investor  see  for  himself  what 
he  holds — an  essential  feature  of  unit  share  trusts — out- 
weighs in  these  cases  any  inconvenience  which,  in  the  exer- 
cise of  management  powers,  would  attach  to  the  unit  share 
form  of  organization. 

The  unit  share  form  is,  indeed,  primarily  adapted  for  in- 
vestment trusts  which  contemplate  the  exercise  of  little  if 
any  management.  Unit  share  trusts  start  out  with  a  given 
list  of  securities  in  the  portfolio,  and  the  appeal  which  they 
direct  to  the  investor  is  based  largely  upon  the  initial  make- 
up of  that  list.  To  give  the  investor  some  assurance  that 
the  composition  of  the  portfolio  will  not  be  radically  altered, 
the  conditions  under  which  substitutions,  if  any,  may  be 
made  are  strictly  prescribed  by  the  unit  share  trust  in  ad- 
vance. 

What  disposition  shall  be  made  of  stock  dividends  and 
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subscription  rights  must  be  prescribed  in  fixed  trusts  and 
is  frequently  prescribed  in  other  unit  share  trusts.  Diversi- 
fied Trustee  Shares,  Series  B,  of  American  Trustee  Share 
Corporation  provide  that  subscription  rights  shall  be  sold 
and  stock  dividends,  other  than  fractional  or  odd  shares, 
shall  be  retained  in  the  fund. 

Bank  Stock  Trust  Shares,  Series  C-1,  C-2,  and  C-3  of 
United  States  Shares  Corporation  provide  for  retaining  all 
stock  dividends.  Series  C-1  provides  for  the  sale  of  rights, 
Series  C-2  for  the  exercise  of  rights,  and  Series  C-3  for  the 
exercise  or  sale  of  rights  in  the  discretion  of  the  managers. 

The  unit  share  trust  also  makes,  in  advance,  the  decision 
as  to  whether  there  shall  be  any  provision  for  meeting  volun- 
tary assessments  on  stocks  held  by  it.  There  may  occur  a 
voluntary  assessment  in  case  a  corporation  is  bankrupt  and 
the  legal  equity  behind  its  stock  is  wiped  out.  The  stock- 
holder then  loses  his  proprietary  interest  in  the  old  corpora- 
tion, but  he  may  be  offered  stock  of  the  new  corporation  in 
return  for  payment  of  the  sum  assessed.  If  the  stockholder 
does  not  pay  the  assessment,  he  is  thenceforth  out  of  the 
picture. 

Whether  or  not  an  assessment  of  this  kind  would  be  paid, 
in  the  event  that  the  problem  came  before  a  statutory  or 
contractual  (other  than  unit  share)  trust,  would  rest  upon 
the  decision  of  the  management. 

A  unit  share  trust  without  reserve  would  presumably  let 
its  stock  go  overboard.  The  interesting  theory  is  advanced 
by  one  unit  share  trust  that  no  provision  need  be  made  for 
payment  of  voluntary  assessments,  because  a  stock  assessed 
can  no  longer  be  regarded  as  having  investment  caliber  and 
should,  therefore,  be  thrown  overboard. 


Chapter  X 
MANAGEMENT  OF  THE  PORTFOLIO 

Control. — Objectives    of    Management. — Criteria    of    Investment. — 
Selection  of  Securities  in  a  Unit  Share  Trust. — Technique  of  Operation. 

CONTROL 

Management  of  the  investment  trust's  portfolio  is  in  the 
hands  of  a  board  of  directors  elected  by  the  shareholders 
entitled  to  vote.  In  a  contractual  trust,  the  voting  share- 
holders are  those  who  o-wn  stock  of  the  depositor  corporation 
as  distinguished  from  the  holders  of  investment  trust  certifi- 
cates. Such  stock  of  depositor  corporations  is  privately 
held.  Stockholders  and  directors  of  the  depositor  for  a  fixed 
trust,  of  course,  are  excluded  from  managerial  activities  with 
respect  to  the  portfolio. 

Investment  supervision  may  be  delegated  to  an  outside 
group.  The  leading  example  is  the  American  Founders 
Trust,  to  which  has  been  delegated  the  management  of  In- 
ternational Securities  Corporation  of  America,  Second  In- 
ternational Securities  Corporation,  and  United  States  & 
British  International  Company,  Ltd.  Insuranshares  Corpora- 
tion turns  over  the  task  of  management  to  Insuranshares 
Management  Company,  owned  by  identical  interests.  In 
neither  of  these  cases  is  responsibility  delegated;  all  transac- 
tions have  to  be  approved,  on  the  one  hand,  by  Interna- 
tional Securities  Corporation  of  America,  Second  Interna- 
tional Securities  Corporation  or  United  States  &  British 
International  Company,  Ltd.,  and,  on  the  other  hand,  by 
Insuranshares  Corporation. 

136 
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A  typical  plan  of  organization  with  respect  to  portfolio 
management  is  that  adopted  by  Second  International  Securi- 
ties Corporation.  That  company  has  an  Executive  Commit- 
tee (appointed  by  the  Board  of  Directors  from  its  own  mem- 
bers) which  authorizes  the  daily  investment  transactions 
and  submits  them  for  approval  at  the  monthly  meetings  of 
the  full  Board.  All  investment  holdings  are  checked  monthly 
for  conformity  with  the  investment  regulations. 

It  is  important  that  the  officers  and  directors  be  not  mere 
figureheads.  Distinguished  persons  have  on  occasion  ac- 
cepted invitations  to  serve  on  the  boards  of  directors  or  ad- 
visory councils  of  investment  trusts,  which,  in  turn,  exploited 
the  advertising  value  of  this  arrangement.  In  some  cases, 
the  distinguished  director  has  not  even  been  given  a  voice 
in  decisions  on  matters  of  investment  policy. 

The  problem  of  insuring  continuity  of  managerial  policies 
is  an  important  one  from  the  standpoint  of  the  investor.  A 
change  within  the  board  of  directors,  in  other  than  a  fixed 
trust,  might  conceivably  affect  adversely  the  shareholder's 
investment. 

Investment  Managers  Company  is  one  of  the  few  organi- 
zations which  have  carefully  worked  out  an  arrangement 
for  continuity  of  management  policies.  The  problem  and 
its  solution,  as  stated  by  this  company,  are  as  follows: 

The  thought  that  has  been  in  the  minds  of  some  subscribers  was  in 
the  minds  of  those  who  originally  organized  the  company,  namely,  that 
through  death  or  some  unforeseen  circumstance  shares  that  were  intended 
to  represent  a  Director's  interest  might  fall  into  the  hands  of  interests 
totally  foreign  to  the  spirit  which  had  resulted  in  this  service  organiza- 
tion, and  that  in  their  hands  it  might,  in  some  way  difficult  to  foresee, 
result  in  the  placing  on  the  Board  of  some  unknowTi  person  who  might 
be  out  of  harmony  with  the  rest  of  the  Board  and  unsatisfactory  to 
subscribers  whose  subscriptions  had  been  received  prior  to  such  a  change. 
To  provide  against  such  a  contingency,  no  matter  how  remote  it  might 
appear,  provision  was  made  in  the  Articles  of  Association  and  the  By- 
Laws  of  the  Investment  Managers  Company  and  recorded  upon  the  face 
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of  each  Certificate  representing  shares  in  the  Company  that  any  shares, 
which  might  be  at  any  time  registered  in  a  name  other  than  that  of  an 
existing  director,  were  thereby  rendered  subject  to  an  option  which 
could  be  exercised  by  the  Board  for  the  purchase  of  such  shares  at  an 
appraised  price. 

In  other  words,  while  changes  in  the  Board  of  Directors  are  hkely  to 
occur  from  time  to  time,  provision  is  made  to  prevent  a  general  change 
in  the  policy  of  the  Board  through  the  appearance  upon  it  of  any  mem- 
ber whose  vie\\'point  and  principles  were  not  satisfactory  to  a  majority 
of  the  existing  members. 

To  insure  continuity  of  present  management  and  pre- 
vent control  of  the  investment  trust  from  going  into  other 
hands,  the  stock  of  Incorporated  Investors  is  placed  in  a 
15-year  voting  trust.  The  investor  in  Incorporated  Investors 
receives  a  voting  trust  certificate  which  entitles  him  to  all 
the  dividends  and  rights  of  a  stockholder  except  the  right 
to  vote,  which  right  is  exercised  by  the  voting  trust  until 
1940.    It  then  reverts  to  the  stockholder. 

OBJECTIVES     or    MANAGEMENT 

Two  major  sources  of  income  are  available  to  the  invest- 
ment trust — interest  and  dividends  received  and  profits  on 
securities  in  the  portfolio.  The  process  of  management  ac- 
cordingly is  directed  to  weeding  out  less  desirable  securities 
and  replacing  them  with  more  desirable  securities,  to  increas- 
ing the  income  obtainable  from  the  investment  fund,  and  to 
taking  profits  as  occasion  arises. 

It  is  not  intended  here  to  imply  that  the  profits  on  turn- 
over, in  themselves,  serve  as  a  guiding  star  for  all  or  a  ma- 
jority of  the  investment  trusts.  A  great  many  investment 
trusts  regard  profits  as  the  normal  result  of  sales  which  are 
made  from  the  portfolio  primarily  for  the  purpose  of  avoid- 
ing losses;  the  profit  element  and  the  element  of  safeguard- 
ing the  investment  being  considered  to  be  complementary 
and  inter-related,  as  the  convex  and  concave  sides  of  the 
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same  surface.  Fixed  trusts  and  those  which  provide  for 
little  continuity  of  supervision,  while  giving  to  profits  an 
important  place  in  the  investment  scheme,  tend,  rather  than 
take  profits,  to  imbed  these  profits  in  the  form  of  apprecia- 
tion in  value  of  the  securities  held  by  investors. 

Normally,  the  investment  trust  may  count  upon  an  aver- 
age return  of  about  6  per  cent  upon  its  investments.  To 
that  figure  is  added  profit  made  on  the  sale  of  securities  in 
the  investment  fund — averaging,  in  the  well-managed  in- 
vestment trust,  around  4  per  cent  annually.  Total  earnings 
of  the  portfolio  year  in  and  year  out,  therefore,  will  prob- 
ably be  not  far  from  10  per  cent. 

Exercise  of  the  management  function,  depending  upon 
the  degree  of  continuity  of  supervision,  results  in  turning 
over  from  5  to  100  per  cent  of  the  investment  fund  annually. 
Companies  in  the  American  Founders  Trust  group  have 
established  a  turnover  policy  in  the  neighborhood  of  50  to 
70  per  cent  annually.  That  probably  represents  more  than 
the  average  turnover  for  discretionary  trusts.  Fixed  trusts, 
on  the  other  hand,  have  no  turnover. 

The  greater  the  turnover,  the  greater — theoretically — the 
opportunity  for  making  profits.  A  simple  problem  in  arith- 
metic proves  that,  to  get  annual  profits  of  4  per  cent  on  the 
investment  fund  with  a  turnover  of  50  per  cent,  the  average 
profit  on  securities  sold  during  any  one  year  must  be  8  per 
cent.  That  profit  is  sufiiciently  high  to  show  that  invest- 
ment trust  management  is  no  sinecure. 

Our  investment  trusts,  as  a  whole,  have  not  been  in  exis- 
tence long  enough  to  demonstrate  their  true  earning  power. 
Some  figures  for  portfolio  earnings  during  1927,  partly  ap- 
proximate, indicate  that  the  earnings  for  that  year  were 
well  in  excess  of  10  per  cent. 
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Eakned  in  1927  on  Average  Capitai,  Investment 

American,  British  &  Continental  Corp 10     % 

Financial  Investing  Co.  of  N.  Y.,  Ltd 14     % 

Guardian  Investors  Corporation 153^% 

International  Securities  Corp.  of  America 12^% 

Investment  Company  of  America 13     % 

Mutual  Investment  Company 123^% 

Overseas  Securities  Company,  Inc 19     % 

Second  International  Securities  Corp 10^% 

Security  Management  Co.  (N.  Y.) 

First  Investment  Fund 11     % 

Second  Investment  Fund 14     % 

U.  S.  &  Foreign  Securities  Corp 11     % 

These  results  must  be  taken  with  a  grain  of  salt.  In  the 
first  place,  accounting  methods  differ  widely  as  among  the 
various  investment  trusts,  so  that  the  earnings  are  not  alto- 
gether comparable.  In  the  second  place,  1927  was  a  year  of 
unusually  favorable  security  markets.  The  results  shown 
would  probably  not  be  so  great  over  a  long  period  of  time. 

Contrary  to  what  might  be  expected,  portfolio  earnings 
do  not  differ  radically  as  between  general  and  specializing 
trusts.  The  main  point  of  departure  is  that  general  trusts 
usually  derive  proportionately  more  income  in  the  form  of 
interest  and  dividends  and  less  in  the  form  of  profits,  while 
with  specializing  trusts  the  reverse  is  apt  to  be  the  case. 

CRITERIA     OF    INVESTMENT 

Primarily,  two  considerations  must  govern  the  decision  of 
an  investment  trust's  managers  in  judging  whether  or  not 
a  given  security  shall  be  bought  for  or  retained  in  the  port- 
folio: the  security's  investment  caliber  and  its  place  in 
the  scheme  of  diversification  adopted  by  the  investment 
trust.  Speculative  securities  do  not  belong  in  an  investment 
fund,  except  perhaps  in  a  limited  degree.  The  mere  fact  of 
diversification  is  no  investment  panacea  when  diversifica- 
tion is  among  speculative  securities.    The  securities,  more- 
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over,  must  fit  into  a  premeditated  plan  of  diversification,  else 
the  investment  trust  loses  the  advantages  of  what  consti- 
tutes its  main  talking  point. 

Having  determined  that  a  given  security  is  of  investment 
caliber  and  that  it  fits  into  the  scheme  of  diversification,  the 
managers  must  answer  the  question  whether  the  security  is 
attractive  at  present  prices.  Here,  two  yardsticks  are  avail- 
able: 

Is  the  present  income,  in  the  form  of  interest  or  dividends, 
attractive  in  view  of  the  market  price  for  the  security? 

What  is  the  prospect  that  the  security  will  increase  in 
m,arket  value? 

These  two  yardsticks  are  of  somewhat  divergent  purport. 
The  problem  which  presents  itself  has  significance: 

Should  the  investment  trust  he  concerned  primarily  with 
the  interest  and  dividends  received  from  the  securities  which 
it  buys,  or  should  it  emphasize  rather  the  probability  of  en- 
hancement in  value? 

Look  after  the  immediate  income,  says  one  group,  and 
ultimate  enhancement  in  value  will  take  care  of  itself.  It 
is  pointed  out,  reasonably  enough,  that  good  securities,  if 
purchased  on  an  attractive  income  basis,  are  likely  to  increase 
in  value  as  their  true  worth  becomes  more  generally  appre- 
ciated by  investors  at  large.  Those  investment  trusts  which 
have  their  own  bonds  or  preferred  stock  outstanding  tend, 
indeed,  to  give  primary  consideration  to  immediate  income, 
since  they  are  dependent  upon  that  income  to  enable  them 
to  meet  their  bond  interest  or  preferred  dividend  require- 
ments. 

There  is,  however,  a  group  which  holds  that  securities 
should  preferably  be  purchased  without  reference  to  imme- 
diate income.  Securities  which  give  a  low  income  may  be 
selling  temporarily  below  their  true  values  quite  as  much 
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as  securities  which  give  a  high  income,  and  hence  may  be 
counted  upon  just  as  readily  for  ultimate  enhancement  in 
value.  Moreover,  in  the  case  of  common  stocks,  it  has  been 
demonstrated  that  securities  which  provide  a  relatively  low 
income  or  no  immediate  income  to  the  purchaser  frequently 
score  a  greater  ultimate  increase  in  value  than  those  which 
are  selected  on  the  basis  of  attractive  present  income. 

Investment  trusts  which  specialize  in  one  class  of  security 
or  another  are  especially  prone  to  emphasize  the  probability 
of  enhancement  in  value  rather  than  immediate  income. 
The  very  motive  for  specializing,  in  these  cases,  is  usually 
to  take  advantage  of  expected  increases  in  value  in  whatever 
investment  field  is  chosen. 

The  conservative  managerial  view  does  not  concern  itself 
with  opinion  as  to  the  swings  of  the  security  markets  as  a 
whole.  Incidentally,  the  general  trust  does  derive  some  bene- 
fit from  the  trend  of  the  security  markets,  but  that  benefit 
is  accidental  rather  than  planned.  In  its  process  of  combing 
the  security  markets  for  attractive  investments,  the  general 
trust  is  more  likely  to  pick  up  stocks  when  the  stock  market 
is  low  than  otherwise.  Similarly,  when  the  stock  market  is 
high,  stocks  as  a  general  rule  will  be  found  no  longer  attrac- 
tive to  hold  and  will  be  replaced  with  high-grade  bonds. 

The  question  of  managerial  policy  with  respect  to  the  trend 
of  security  markets  has  particular  interest  in  the  case  of  com- 
mon stock  trusts.  With  the  notable  exception  of  Investment 
Managers  Company,  most  of  the  common  stock  trusts  make 
no  attempt  to  gauge  the  stock  market.  They  point  out 
that  experts  have  as  often  as  not  failed  in  their  predictions. 
They  point,  also,  to  the  fact  that  the  stock  market  no  longer 
moves  as  a  whole;  if  some  industrials  are  high,  oils  at  the 
same  time  may  be  low,  etc.    Common  stock  trust  certificates 


MANAGEMENT  OF  THE  PORTFOLIO  143 

represent  an  average  of  various  independent  groups  and  that 
average,  it  is  contended^  makes  for  stability. 

SELECTION    OF    SECURITIES    IN    A    UNIT    SHARE 

TRUST 

For  unit  share  trusts,  the  problem  of  selecting  suitable 
securities  for  the  investment  fund  assumes  major  proportions 
at  the  time  the  investment  trust  is  formed.  Thereafter,  the 
management  problem  is  concerned  only  with  changing  occa- 
sionally the  contents  of  a  unit — or,  as  in  the  fixed  trusts, 
the  problem  does  not  exist  at  all. 

How  the  initial  selection  of  securities  for  a  unit  share 
trust  is  made  has  been  described  by  the  American  Trustee 
Share  Corporation: 

The  original  number  of  shares  in  each  company  was  chosen  to  reflect 
a  balanced  investment  as  among  the  various  industries  and  corporations. 
Preference  was  given  to  large  companies  and  to  those  whose  securities 
are  listed  on  the  New  York  Stock  Exchange.  In  addition,  these  tests 
were  applied  to  each  stock  before  it  was  included  in  the  set-up: 

1.  Is  the  stock  of  investment  caliber,  with  sufficient  cash  and  surplus 
to  maintain  dividends  in  years  of  depression  and  to  merit  the  belief 
that  dividends  will  be  increased  in  the  future? 

2.  Does  the  history  of  the  company  show  consistent  growth  and  good 
management,  and  is  there  a  long  and  consistent  dividend  record 
behind  the  stock? 

3.  Does  the  company  fit  in  with  the  scheme  of  geographical  and  in- 
dustrial diversification? 

4.  Are  the  activities  of  the  company  sufficiently  diversified  geograph- 
ically and  industrially? 

5.  Is  the  company  a  leader  in  its  field? 

6.  Are  prospective  merger  developments  and  foreign  interests,  if  any, 
such  as  to  contribute  to  the  company's  growth  and  position  of 
dominance? 

7.  Is  the  industry  basic,  founded  on  necessity  and,  in  so  far  as  is 
possible,  nonseasonal  and  depression  proof? 

8.  What  are  the  prospects  of  the  industry  for  the  future? 

9.  Is  there  a  sufficiently  large  floating  supply  of  stock  to  ensure  ab- 
sence of  violent  fluctuation  and  a  ready  market? 
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TECHNIQUE     OF     OPERATION 

How  the  process  of  management  is  actually  carried  out 
is  illustrated  in  the  case  of  the  American  Founders  group. 
That  organization  has  refined  the  process  of  management  to 
probably  the  greatest  degree  among  investment  trusts. 

American  Founders  Trust  makes  in  advance  a  study  of  all 
the  securities  available  for  purchase  and  determines  for  each 
what  it  thinks  is  a  "fair"  price.  The  investment  trusts  for 
which  American  Founders  Trust  supplies  investment  serv- 
ice then  place,  through  their  brokers  and  bankers  in  various 
markets,  orders  for  the  purchase  of  these  securities  at  or 
below  the  fair  prices  determined,  on  a  sliding  scale,  so  that 
as  prices  recede  a  greater  volume  of  securities  is  accumu- 
lated; later,  orders  are  placed  to  sell  some  of  the  same  securi- 
ties at  or  above  predetermined  prices,  likewise  on  a  sliding 
scale,  so  that  when  and  as  prices  advance  a  profit  is  taken. 

Administration  of  the  portfolio,  beyond  the  continual 
rechecking  of  what  constitutes  a  fair  value  for  any  security, 
and  the  preservation  of  some  balance  between  the  buying 
and  selling  activities  at  any  one  time,  is  greatly  expedited. 
The  process  is,  perhaps,  as  near  an  approach  as  can  be  ob- 
tained to  scientific  investment. 

As  amplified  by  Dr.  Robinson  in  The  Bankers  Magazine, 
June,  1926: 

At  any  given  time  orders  (good  till  cancelled)  are  outstanding  in  sev- 
eral international  markets.  These  orders  comprehend  a  variety  of  eligible 
securities — far  more,  in  fact,  than  may  perhaps  be  acquired,  as  the  bid 
prices  are  as  a  rule  considerably  below  the  prevailing  market.  These 
bids  are  for  definite  quantities  at  given  prices,  the  several  offers  for  pur- 
chase being  made  at  various  hypothetical  figures  in  such  a  way  that  the 
number  of  shares  or  bonds  acquired,  as  the  case  may  be,  increases  as 
the  price  drops. 

Of  these  outstanding  orders  only  comparatively  few  are  filled  at  any 
one  time,  but  the  law  of  averages  operates  to  insure  a  considerable  volume 
of  daily  purchases.    Such  a  system  of  buying,  involving  continual  analysis 
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of  many  hundreds  of  securities,  automatically  directs  attention  to  de- 
pressed markets  in  any  part  of  the  world,  for  it  is  in  such  centers  that 
purchasing  is  necessarily  most  active  at  any  time. 

The  securities  purchased  being  leaders  in  their  class,  they  tend  to  be 
in  the  vanguard  of  any  recovery  movement  and  among  the  first  to  register 
book  appreciation.  When  it  appears  that  such  appreciation,  measured 
by  current  market  quotations,  has  reached  a  point  where  the  trust  can- 
not longer  afford  to  hold  certain  securities,  they  are  sold  and  the  pro- 
ceeds reinvested  in  issues  of  higher  current  yield. 

In  other  words,  when  the  money  which  investments  \\all  yield  upon 
liquidation  may  be  employed  to  acquire  other  eligible  securities  which, 
with  a  view  to  all  the  circumstances,  afford  higher  return,  a  realignment 
generally  occurs  in  the  trust's  investments. 

Somewhat  less  elaborate  is  the  management  process  as 

developed  by  North  American  Investors  Corporation: 

The  Investment  Committee  of  the  corporation  receives  a  suggested 
purchase — from  any  number  of  sources,  from  any  member  of  the  Board 
of  Directors,  from  some  of  its  stockholders  or  from  one  or  more  of  its 
numerous  financial  services.    What  happens? 

First:  the  Investment  Committee  collects  all  available  information 
from  its  numerous  sources.  The  suggested  purchase  is  subjected  to  a 
painstaking  study,  the  committee  applying  an  analysis  applicable  to  the 
particular  type  of  security  under  consideration.  It  is  either  discarded 
or  placed  in  the  Possible  Purchase  File. 

Next:  the  Investment  Committee  considers  the  present  status  of  the 
portfolio.  Guided  by  the  restrictions  and  regulations  under  which  this 
Committee  operates,  decision  is  made  as  to  whether  or  not  there  are 
presently  available  funds  applicable  to  the  suggested  purchase.  If  there 
is  a  place  for  this  suggestion  and  it  has  been  passed  on  favorably  by 
the  Committee  as  to  merit,  should  it  be  purchased  at  present  prices  or  an 
open  order  entered  to  buy  at  some  determined  lower  price? 

If  it  is  not  purchased  immediately,  it  remains  in  the  Possible  Purchase 
File  regardless  as  to  whether  or  not  an  open  order  is  entered  to  buy  it  at 
a  price  stipulated.  If  all  of  the  funds  of  the  corporation  designated 
for  the  purchase  of  this  particular  class  of  security  have  been  utilized, 
then  those  securities  constituting  these  holdings  are  rechecked  with  special 
regard  to  present  market  prices. 

Then  the  Committee  decides  whether  or  not  one  or  more  of  these 
present  holdings  should  be  sold  to  provide  a  place  for  the  suggested 
purchase. 

The  technique  of  scale  buying  and  selling  is  described  in 
detail  by  Bankstocks  Corporation  of  Maryland: 
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It  has  been  the  policy  of  the  Investment  Conunittee  to  buy  on  a 
scale  the  mvestments  which  it  considers  as  being  of  a  permanent  nature. 
If  it  is  our  ultimate  intention  to  purchase,  let  us  say,  200  shares  of  a 
certain  stock  we  will  undoubtedly  buy  it  in  multiples  of  25  shares,  as 
the  funds  become  available. 

Having  made  our  original  purchase  at  prices  which  are  now  far  below 
the  market  quotation,  successive  purchases  at  higher  prices  will  still 
give  us  a  satisfactory  average  in  each  particular  amount,  which  would, 
in  most  cases,  be  well  below  the  current  quotation  despite  the  fact  that 
the  most  recent  purchase  might  be  at  a  price  above  the  current  one. 

Scale  buying  also  entails  scale  selling,  so  that  the  Investment  Com- 
mittee is  frequently  able  to  take  advantage  of  peak  prices  by  estab- 
lishing profits  and  then  repurchasing  on  reactions.  While  no  definite 
amount  of  our  investments  has  been  set  aside  or  considered  as  perma- 
nent, it  being  the  policy  of  the  Investment  Committee  to  dispose  of 
specific  investments  when  conditions  warrant,  nevertheless  it  is  the 
sense  of  the  Committee  that  the  major  portion  of  the  investments 
now  held  represent  permanent  ones.  It  is  felt  that  it  might  be  wise 
to  use  a  certain  portion  of  the  trust's  funds  for  the  purchase  of  securi- 
ties which  at  times  appear  to  be  decidedly  out  of  line. 

An  example  of  this  is  the  recent  purchase  by  the  Corporation  of 
fifteen  hundred  shares  of  New  Brunswick  Insurance  Stock  at  $65  per 
share,  which  were  sold  on  a  scale  from  70  to  81,  resulting  in  a  very 
satisfactory  addition  to  surplus  account  in  a  short  space  of  time. 

For  the  investment  trust  which  specializes  in  some  one 
class  of  security  or  makes  its  investments  only  within  the 
United  States,  the  management  process  is  comparatively 
simple.  The  managers  presumably  are  themselves  intimately 
familiar  with  the  field  in  which  the  investment  trust  oper- 
ates. Moreover,  current  data  on  securities  available  for 
purchase  are  readily  available,  so  that  there  is  little  need 
for  putting  into  effect  any  elaborate  system. 


Chapter  XI 
MANAGEMENT  OF  THE  PORTFOLIO— Conimwed 

Managerial  Compensation. — Custody  of  Portfolio. — Trustee's  Com- 
pensation.— Transactions  with  Officers  as  Principals. — "Dumping" 
and  Other  Abuses. 

MANAGERIAL     COMPENSATION 

Compensation  to  the  managers  for  their  services  may  be 
provided  by  allocating  to  the  managers  a  portion  of  the  in- 
vestment trust's  earnings  through  their  ownership  of  shares 
or  options  on  shares  of  the  investment  trust.  Or,  the 
managers'  compensation  may  be  derived  out  of  the  charge 
for  raising  capital  and  the  redemption  fee,  if  any.  Fre- 
quently, the  managers'  compensation  takes  the  form  of  a 
management  fee  paid  to  them  out  of  the  income  of  the 
investment  trust.  Any  two  or  all  three  of  these  forms  of 
compensation  may  exist  in  any  particular  case. 

Compensation  through  allocating  to  the  managers  shares 
or  options  on  shares  and  compensation  through  a  charge  for 
raising  capital  have  been  discussed  in  previous  chapters. 
There  remains  for  consideration  the  management  fee,  which 
differs  from  the  other  forms  of  compensation  in  that  it 
represents  a  current  charge  against  income  of  the  invest- 
ment trust, 

A  standard  management  fee  is  Yo  of  1  per  cent  annually 
on  the  invested  capital.  The  fee  may,  however,  be  based 
on  a  percentage  of  the  portfolio  income.  Some  reported  fees 
are  given  here: 

147 


148  AMERICAN  INVESTMENT  TRUSTS 

Per  cent  on        Per  cent  on 
invested  capital        income 

Alexander  Fund 10% 

Continental  Securities  Corp 5% 

Diversified  Securities  Corp 20% 

Farmers  Loan  &  Tr.  Inv.  Fund  No.  1 i^% 

Incorporated  Investors H% 

Intercontinental  Investment  Corp 3^% 

International  Sec.  Corp.  of  America 4% 

Investing  Corp.  of  America 15% 

Investment  Managers  Co ^% 

Massachusetts  Investors  Trust 6% 

Old  Colony  Trust  Associates 6% 

Second  Int.  Securities  Corp ^% 

Security  Management  Co.  (N.  Y.) H% 

Standard  Int.  Securities  Corp J/^% 

U.  S.  Shares  Corp.  Com.  St.  Tr.  Sh.  Ser.  A-1 1/10% 

U.  S.  &  British  International  Co.,  Ltd H% 

NOTES: 

Intercontinental  Investment  Corporation  guarantees  its  managers  that 
the  fee  wUl  not  be  less  than  the  expenses  incurred  by  them. 

Investing  Corporation  of  America  fee  is  after  deduction  of  5  per 
cent  annually  on  amounts  paid  in. 

United  States  &  British  International  Company,  Ltd.,  fee  is  %  of  1 
per  cent  on  first  $10,000,000. 

Roughly,  ^  of  1  per  cent  annually  on  the  invested  capital 
would  be  equivalent  to  5  per  cent  of  income  on  the  portfolio. 

An  unusual  case  is  the  Financial  Investing  Company  of 
New  York,  Ltd.,  which  has  a  fixed  management  fee  of 
$15,000  annually. 

Many  unit  share  trusts,  while  providing  for  the  exercise 
of  management  powers,  provide  that  no  fee  shall  be  paid 
to  the  managers.  In  those  cases,  the  sole  management  com- 
pensation is  that  represented  in  the  charge  for  raising 
capital.  It  would  seem  logical  for  unit  share  trusts  which 
permit  substitution  in  the  portfolio  to  charge  a  management 
fee,  in  order  that  the  managers  may  have  a  continuing  in- 
terest in  the  investment  fund. 

Investing  Corporation  of  America  and  United  States  Shares 
Corporation  Common  Stock  Trust  Shares,  Series  A-1,  are 
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exceptional  in  having  provided  a  management  fee.  Fixed 
trusts,  which  provide  no  management  service,  properly  omit 
the  management  fee  altogether. 

It  should  not  be  overlooked  that  management  compensa- 
tion is  rounded  out,  in  some  investment  trusts,  by  interest 
on  moneys  held  in  the  portfolio.  These  may  include  earn- 
ings held  in  liquid  form  pending  distribution  to  certificate 
holders;  also,  capital  held  in  liquid  form,  whether  tempo- 
rarily or  more  or  less  permanently  as  a  reserve  fund.  Ameri- 
can Basic-Business  Shares  Corporation,  in  addition  to 
crediting  the  sponsors  with  interest  on  portfolio  earnings, 
has  a  reserve  fund  on  which,  up  to  the  sum  of  $1  a  share, 
the  sponsors  receive  full  interest.  That  privilege,  in  terms 
of  a  5  per  cent  rental  value  for  money,  would  be  worth 
about  1/4  of  1  per  cent  annually  on  the  portfolio. 

CUSTODY     OF     PORTFOLIO 

Custody  of  the  investment  fund  of  a  statutory  trust  may 
be  undertaken  by  the  investment  trust  itself  or  may  be 
turned  over  to  a  trustee  or  depositary.  It  is  possible  for  a 
statutory  trust  to  trustee  all  or  part  of  its  portfolio,  as  in 
Massachusetts  Investors  Trust,  which  trustees  its  portfolio 
with  the  State  Street  Trust  Company  of  Boston.  When  an 
investment  trust  issues  collateral  trust  bonds,  it  must  trustee 
at  least  a  part  of  its  portfolio  under  an  indenture.  Con- 
tractual trusts,  as  has  been  pointed  out,  invariably  trustee 
their  portfolios. 

Even  those  investment  trusts  which  appoint  no  trustee 
for  the  holding  of  their  securities  find  it  desirable  to  take 
some  measures  for  the  safe  and  convenient  custody  thereof. 
Investment  trusts  in  the  American  Founders  group,  for  in- 
stance, have  arranged  for  an  auditor  from  Haskins  &  Sells, 
Certified  Public  Accountants,  to  be  present  when  the  vaults 
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are  opened,  to  verify  all  cash,  to  check  all  purchase  and  sale 
vouchers  and  to  have  access  to  all  reports  from  depositaries. 
The  investments  of  these  companies  are  carried  in  part  by 
themselves,  in  part  by  an  American  depositary  and  in  part 
by  depositaries  in  various  cities  of  the  world.  Correspondent 
banks  and  brokers  buy  and  sell  in  accordance  with  instruc- 
tions received  from  the  companies'  home  offices. 

The  investment  trust  which  operates  only  within  the 
United  States  has  a  simpler  problem  and  usually  keeps  its 
portfolio  at  one  institution  within  the  city  where  its  main 
office  is  located. 

If  the  depositary  at  which  funds  or  securities  are  kept 
is  no  more  than  a  receptacle  for  the  portfolio,  the  cost  for 
safe-keeping  will  not  greatly  exceed  that  which  is  involved 
in  the  renting  of  safe  deposit  facilities.  The  charge  for 
safe-keeping,  as  reported  by  one  investment  trust  in  dealings 
with  its  American  depositary,  amounts  to  50  cents  annually 
for  each  item  plus  12i/^  cents  for  each  item  delivered  to  or 
withdrawn  from  the  depositary.  On  the  other  hand,  where 
an  institution  is  required  to  authenticate  the  deposit  of 
securities  or  cash  against  the  issue  of  certificates  or  shares, 
it  becomes  a  trustee  and  must  be  paid  appropriate  fees 
therefor, 

trustee's   compensation 

The  trustee's  compensation,  in  the  case  of  investment 
trusts  which  make  frequent  changes  in  their  portfolios, 
should  not  amount  to  over  1/2  of  1  per  cent  annually  on 
the  deposited  securities  or  funds.  Massachusetts  Investors 
Trust  pays  its  trust  company  3  per  cent  of  income,  or  about 
1/3  of  1  per  cent  on  the  investment  fund.  For  the  invest- 
ment trust  which  infrequently  changes  the  composition  of 
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its  portfolio,  the  compensation  of  the  trustee  may  run  as  low 
as  1/5  of  1  per  cent  annually. 

The  trustee  for  Insuranshares  Corporation  gets  21/2%  of 
income  up  to  $100,000;  2%  on  income  in  excess  of  $100,000 
and  below  $1,000,000,  and  1  per  cent  on  the  balance.  In 
general  terms,  its  compensation  would  be  about  1/5  of  1  per 
cent  on  the  portfolio  annually. 

Investment  Trust  of  New  York,  Inc.,  agrees  that  the 
trustee  shall  receive  Y^^  of  1  per  cent  annually  on  the  fund. 
United  States  Shares  Corporation,  in  its  Common  Stock 
Trust  Shares,  Series  A-1,  stipulates  that  the  trust  company 
shall  receive: 

1  cent  per  share  at  time  of  issue. 

25  cents  annually  per  registered  holder. 

1  per  cent  of  income. 

1/10  of  1  per  cent  on  proceeds  of  sales  of  securities  from  the  fund 

15  cents  per  dividend  check. 

Roundly,  that  compensation  would  probably  be  equivalent 
to  not  far  from  1/5  of  1  per  cent  annually  on  the  investment 
fund.  The  following  case,  taken  from  the  indenture  of 
Canadian  Bankstocks,  Inc.,  is  extreme: 

The  compensation  of  the  trustee  with  respect  to  the  particular  mat- 
ters hereinbelow  specified  shall  be  as  follows: 
For  each  trust  certificate  issued  originally  or  upon  transfers  or 

in  exchange  for  other  denominations $     .50 

For  each  certificate  issued  in  substitution  for  certificates  lost, 

stolen   or  destroyed 1 .00 

For  maintaining  accounts  and  ledger  for  trust  certificates — per 

account  per  annum 25 

On  income   collected 1% 

For  each  dividend  check $    .15 

On  cash  received  on  sales 1/10  of  1% 

For  each  unit  deposited SIO.OO 

Annual  maintenance  charge  for  each  unit 5.00 
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For  each  unit  converted $  5.00 

For  each  certified  list  furnished  of  registered  owners  of  trust 
certificates  25.00 

Payment  to  the  trustee  is  least  in  the  case  of  fixed  trusts. 
American  Trustee  Share  Corporation,  for  example,  pays  its 
trust  company  10  cents  per  share  at  the  time  of  issue  of  its 
certificates  and  permits  the  trust  company  to  have  use  of 
the  income  pending  semiannual  distributions  to  certificate 
holders.  This  privilege,  plus  the  value  of  the  initial  pay- 
ment, would  be  equivalent,  on  the  basis  of  a  5  per  cent  rental 
for  money,  to  about  1/10  of  1  per  cent  on  the  investment 
fund  annually. 

It  is  common  practice  to  charge  the  trustee's  compen- 
sation directly  against  the  investment  fund.  In  a  few  cases, 
such  as  Incorporated  Investors,  Investment  Managers  Com- 
pany, and  Massachusetts  Investors  Trust — also,  in  the  case 
of  most  fixed  trusts — the  trustee's  fees  are  paid  by  the  man- 
agers or  sponsors  out  of  their  own  compensation. 

Apart  from  the  question  of  trustee's  compensation,  there 
remains  the  cost  of  administration  proper — salaries,  statis- 
tical expense,  bookkeeping,  overhead,  etc.  These  expenses 
are,  in  general,  paid  by  the  managers  out  of  their  own  com- 
pensation. Nevertheless,  the  management  fee  of  Old  Colony 
Trust  Associates  and  one  or  two  others  is  exclusive  of  ex- 
penses incurred  by  the  managers. 

Where  supervision  is  delegated,  as  in  the  American  Foun- 
ders group,  the  expenses  of  maintaining  a  skeleton  organi- 
zation for  the  home  office  of  the  investment  trust  may  be 
a  separate  charge  against  the  investment  fund.  Interna- 
tional Securities  Corporation  of  America  and  Second  In- 
ternational Securities  Corporation  report  that  the  charge 
in  this  connection  is  a  very  small  fraction  of  1  per  cent  an- 
nually on  the  portfolio. 
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TRANSACTIONS     WITH     OFFICERS     AS 
PRINCIPALS 

Certain  managerial  activities  which  would  constitute  im- 
proper practice  for  an  investment  trust  require  discussion. 
First  and  foremost,  the  investment  trust  should  not  buy- 
securities  from  nor  sell  them  to  the  managers  at  a  private 
profit  to  the  managers.  There  should,  in  legal  parlance,  be 
no  "transactions  with  directors,  trustees  or  other  officers  or 
closely  affiliated  companies  as  principals"  in  the  purchase 
and  sale'  of  securities  for  the  portfolio,  unless  there  is  reason- 
able assurance  that  such  transactions  are  made  without  sacri- 
ficing the  interests  of  the  investment  trust's  shareholders. 

Here  is  the  danger:  unscrupulous  managers  may  person- 
ally own  or  buy  a  certain  security,  mark  up  the  price,  and 
sell  the  security  to  the  investment  trust  at  the  marked  up 
price.  Or,  without  deliberately  marking  up  the  price,  they 
may  succeed  in  artificially  raising  the  value  of  that  security 
by  manipulation,  particularly  where  trading  in  the  security 
is  in  a  narrow  range.  The  security  then  acquires  a  tempo- 
rarily inflated  value  and  is  sold  to  the  investment  trust  at 
this  inflated  figure. 

The  situation  could  be  worked  the  other  way  round.  The 
managers  might  buy  a  security  from  the  investment  trust  at 
a  marked  down  price;  or  they  might,  if  public  trading  in  the 
security  were  inactive,  succeed  in  manipulating  the  market 
so  as  to  bring  about  a  temporarily  depressed  price  for  that 
security,  thereupon  buying  it  from  the  investment  trust  at 
the  depressed  price.  Needless  to  say,  such  transactions  are 
not  legitimate  and  are  frowned  upon  by  responsible  invest- 
ment trust  executives. 
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Specific  prohibition  of  transactions  with  oflScers  or  direc- 
tors is  contained  in  the  regulations  adopted  by  a  number  of 
investment  trusts.    Insuranshares  Corporation 

.  .  .  covenants  that  it  will  not  deal  with  itself,  the  Manager,  its  own 
or  the  Manager's  officers  or  directors  as  principals  in  making  purchases 
or  sales  of  securities  for  account  of  the  Trust  Fund.  The  manager 
covenants  that  it  will  not  deal  with  itself,  the  Corporation,  its  own  or 
the  Corporation's  officers  or  directors  as  principals  in  making  purchases 
or  sales  of  securities  for  account  of  the  Trust  Fund. 

International  Securities  Corporation  of  America,  Second 
International  Securities  Corporation  and  United  States  & 
British  International  Company,  Ltd.,  bar  their  directors  from 
voting  upon  transactions  in  which  they  may  be  personally 
interested. 

On  the  other  hand,  one  investment  trust  stipulates  that 
"this  corporation  may  buy  from,  sell  or  deal  with  its  direc- 
tors or  ofiicers  in  their  individual  capacity,  or  with  corpo- 
rations, firms  or  associations  in  which  this  corporation's 
officers  and  directors  are  interested  either  directly  or  in- 
directly." Also,  "no  director  or  officer  shall  be  liable  to  this 
corporation  or  to  any  stockholder  or  creditor  of  this  corpo- 
ration for  any  profit  realized  by  him  or  them,  directly  or 
indirectly,  from  transactions  between  this  corporation  and 
its  officers  or  directors  or  between  this  corporation  and  the 
corporations,  firms  and  associations  in  which  this  corpo- 
ration's officers  or  directors  are  interested." 

AND     OTHER     ABUSES 

There  is  the  possibility  that  the  managers,  if  they  are 
members  of  an  investment  firm,  may  put  securities  into  the 
portfolio  merely  to  take  them  off  the  shelves  of  the  invest- 
ment firm;  or,  if  the  managers  are  not  openly  connected 
with  an  investment  firm,  that  they  may  accomplish  the'  same 
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purpose  through  a  friendly  agreement.  That  practice  is 
known  as  "dumping." 

The  balance  sheet  of  one  large  investment  trust  as  of  the 
close  of  1927  showed  substantial  holdings  of  no  less  than  16 
issues  originally  underwritten  by  the  investment  banking 
house  sponsoring  the  investment  trust. 

In  the  fact  itself  of  selling  to  the  investment  trust  secu- 
rities in  which  the  managers,  as  partners  of  an  investment 
firm,  may  be  interested,  there  is  certainly  no  wrong.  The 
danger  is  that  the  managers  are  liable  to  be  biased  in  favor 
of  their  own  issues  or  may  be  tempted  to  foist  upon  the  in- 
vestment trust  securities  which  are  otherwise  not  readily 
salable. 

For  that  reason,  the  management  contract  entered  into 
between  Diversified  Securities  Corporation  and  the  invest- 
ment house  sponsoring  it  specifically  provided  "that  all 
securities  sold  by  the  managers  to  the  Corporation  shall  be 
without  profit  to  them  and  they  shall  not  be  permitted  to 
sell  any  securities  to  the  Corporation  which  they  have 
owned  more  than  five  days." 

It  is  decidedly  improper  for  an  investment  trust  which 
parades  as  a  nonspeculative  enterprise  to  buy  securities  on 
margin,  sell  securities  short  or  participate  in  pools  or  joint 
accounts  with  a  view  to  market  manipulation.  Such  activi- 
ties constitute  no  part  of  the  business  of  investment  proper. 
In  many  investment  trusts,  transactions  of  this  sort  are 
prohibited.  One  of  the  reasons  against  margin  purchases, 
particularly  affecting  investment  trusts,  is  that  these  pur- 
chases are  made  with  the  use  of  "brokers'  loans,"  which  are 
subject  to  call  in  24  hours.  The  investment  trust  whose 
loans  were  suddenly  called  and  which  was  unable  to  secure 
new  loans  might  be  in  a  precarious  position  indeed. 

A  few  investment  trusts,  such  as  the  Morristown  Secu- 
rities Corporation,  are  frankly  in  the  nature  of  pools  run  by 
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one  or  two  individuals  cognizant  of  market  conditions.  There 
can  be  no  logical  objection  to  such  an  investment  trust  when 
the  extent  of  its  speculative  activities  is  made  known  to 
participants. 

It  would  concededly  be  improper  for  an  investment  trust 
with  brokerage  connections  to  make  more  sales  and  pur- 
chases than  would  be  warranted  by  pure  investment  con- 
siderations, in  order  to  create  brokerage  fees. 

Abuses  of  one  kind  or  another  are,  of  course,  eliminated 
in  a  great  many  investment  trusts  by  the  very  structure  of 
these  organizations.  For  example,  investment  trusts  which 
require  that  securities,  to  be  available  for  purchase,  shall 
meet  certain  standards  of  marketability,  effectively  preclude 
the  opportunity  for  manipulation.  The  form  of  contractual 
trusts  is  generally  such  as  to  prevent,  by  the  terms  of  the 
indentures  under  which  shares  are  issued,  margin  purchases 
and  short  sales.  Fixed  trusts  also  eliminate  abuses  of  man- 
agement for  the  simple  reason  that  in  them  there  is  no 
exercise  of  management  powers. 

For  the  most  part,  the  criterion  in  these  matters,  as  in  so 
many  others,  must  be  the  integrity  of  management  itself. 
Regardless  of  whether  or  not  the  investment  trust  specifically 
prohibits  improper  practices,  the  fact  remains  that  an  honest 
m,anagement  will  not  tolerate  them,  whereas  a  dishonest 
management  might  controvert  whatever  prohibitions  are  put 
down  in  black  and  white. 


Chapter  XII 
ACCOUNTING  PROCEDURE 

Dividend  Policies. — Surplus  and  Reserves. — Necessity  for  Reserves. 
— Cost  and  Market  Valvnlion. — Determination  of  Cost. 

DIVIDEND     POLICIES 

Under  the  general  head  of  accountmg  belongs  a  discussion 
of  investment  trust  policies  with  respect  to  dividends,  sur- 
plus, and  reserves. 

Five  policies  are  open  to  the  investment  trust  with  respect 
to  dividends  on  its  common  stock  or  certificates: 

(a)  The  investment  trust  may  for  the  present  pay  no  divi- 
dends, as  in  the  case  of  Investment  Trust  Fund  B  (Accu- 
mulative) of  Investment  Managers  Company  and  many 
statutory  trusts. 

(b)  A  stipulated  rate  or  graduated  scale  of  dividends  may 
be  established.  Investment  Managers  Company  in  its  In- 
vestment Trust  Fund  A  agrees  that  5  per  cent  shall  be  paid 
on  the  face  value  of  certificates  plus  one-eighth  of  the  remain- 
ing profits.  Alexander  Fund  pays  dividends  according  to  a 
scale  dependent  upon  the  liquidating  value  of  certificates: 
$6  on  certificates  valued  at  $100  to  $115,  $7  on  certificates 
valued  at  $115  to  $130,  etc. 

(c)  Dividends  may  be  paid  without  establishing  a  regular 
rate,  as  in  the  case  of  International  Securities  Corporation 
of  America,  which  pays  quarterly  amounts  as  justified  by 
earnings.  The  distribution  of  not  more  than  50  per  cent 
of  the  earnings  as  dividends  is  sometimes  advocated. 
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(d)  Investment  trusts  sometimes  provide  that  dividends 
may  be  paid  only  out  of  earnings  from  a  given  source.  Thus, 
Incorporated  Investors  and  Massachusetts  Investors  Trust 
distribute  as  dividends  only  that  portion  of  earnings  which 
represents  interest  and  dividends  received  on  securities  in 
the  investment  fund, 

(e)  All  the  earnings  may  be  paid  out,  as  in  American 
Trustee  Share  Corporation. 

The  suggestion  is  sometimes  made  that  dividends  should 
not  be  paid  out  of  profits  on  sale  of  securities  in  the  invest- 
ment fund.  It  is  argued  that  the  investment  trust  may  be 
tempted  to  take  profits  on  a  part  of  its  portfolio  with  the 
express  purpose  of  paying  dividends  which  would  not  other- 
wise have  been  earned.  Such  profits  would  come  from  secu- 
rities which  had  increased  in  value,  while  those  securities 
which  had  not  advanced  in  value  or  had  depreciated  would 
be  left  in  the  fund.  Presumably  the  securities  which  had 
increased  in  value  ought  to  be  regarded  as  the  good  secu- 
rities. Hence  the  process  of  taking  these  out  of  the  portfolio 
and  leaving  the  others  in  the  portfolio  would  result  in  weak- 
ening the  position  of  the  investment  fund  as  a  whole.  In- 
corporated Investors  and  Massachusetts  Investors  Trust, 
which  make  distributions  only  out  of  dividends  and  interest 
received,  are  exponents  of  this  view. 

The  majority  of  investment  trusts,  on  the  contrary,  take 
the  view  that  profits  on  sale  of  securities  should  be  made 
available  for  distribution.  That  view  seems  eminently  logi- 
cal. After  all,  the  reaping  of  profits  through  eflBcient  man- 
agement is  part  of  the  business  of  the  investment  trust. 

A  totally  different  question  is  the  payment  of  dividends 
out  of  unrealized  profits.  Mutual  Investment  Company 
makes  such  profits  available  for  distribution  by  regarding 
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the  market  appreciation  of  securities  held  as  income.  The 
practice  is  dangerous  because  market  appreciation  may  be 
temporary;  the  investment  trust,  therefore,  may  be  paying 
dividends  out  of  anticipated  profits  which,  in  the  end,  are 
not  reaUzed. 

Nor  should  the  investment  trust  pay  dividends  out  of  the 
originally  invested  capital.  The  legal  prohibition  against 
paying  dividends  (other  than  liquidating  dividends)  except 
out  of  current  or  accumulated  earnings  does  not  apparently 
apply  to  the  contractual  trusts.  United  States  Electric 
Light  &  Power  Shares,  Inc.,  provides  that  "any  excess  mon- 
eys resulting  from  reinvestments  due  to  a  difference  in  price 
of  the  security  into  which  the  proceeds  are  placed,  shall 
become  available  for  quarterly  dividend  disbursements  to 
certificate  holders."  Apparently,  it  would  be  possible  to 
deplete  the  investment  fund  by  reinvesting  in  low-priced 
securities  and  paying  out  the  difference,  regardless  of  whether 
such  difference  represented  original  investment  or  the  profits 
thereon.  The  evil  in  this  arrangement  is  that  investors  may 
be  deluded  into  the  belief  that  their  dividends  are  being  paid 
out  of  earnings. 

The  question  follows  as  to  the  proper  treatment  of  pro- 
ceeds from  the  sale  of  stock  dividends  and  subscription  rights 
which  are  received  on  stocks  in  the  investment  fund.  If  the 
proceeds  include  a  profit  over  the  original  cost  of  stock,  that 
profit  is  legitimately  classed  as  income.  The  remainder 
represents  return  of  capital. 

The  point  arises  in  connection  with  a  number  of  unit  share 
trusts  which  provide  that  stock  dividends  and  subscription 
rights  shall  be  sold  and  the  proceeds  distributed  as  dividends. 
To  a  certain  extent,  such  a  provision  involves  payment  of 
dividends  out  of  capital.  There  can  be  no  real  objection,  of 
course,  so  long  as  the  arrangement  is  worked  out  in  advance 
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and  investors  are  properly  informed  as  to  the  real  source  of 
dividends  paid  to  them. 

SURPLUS     AND     RESERVES 

Such  earnings  as  may  be  left  over  after  distribution  of 
dividends  go  into  surplus  or  reserves.  The  determination  of 
what  dividend  policy  the  investment  trust  shall  adopt  de- 
pends, in  the  last  analysis,  upon  the  decision  as  to  what 
surplus  or  reserves,  if  any,  shall  be  established. 

Surplus  differs  from  a  reserve  in  that  it  is  not  specifically 
allocated  to  some  purpose;  it  embraces  all  the  purposes  for 
which  a  reserve  may  be  set  up. 

The  main  object  in  creating  surplus  or  reserves  is,  of 
course,  to  accelerate  growth  in  assets  of  the  investment  trust. 
In  addition,  for  any  one  or  all  of  these  definite  purposes,  re- 
serves may  be  set  up: 

(a)  As  a  buffer  for  the  protection  of  interest  payments  on 
the  investment  trust's  outstanding  bonds  or  dividend  pay- 
ments on  its  preferred  stock.  International  Securities  Cor- 
poration of  America  provides  that  I2I/2  per  cent  of  earnings 
remaining  after  payment  of  dividends  on  its  preferred  stock 
shall  be  placed  in  a  Preferred  Share  Dividend  Reserve,  until 
that  reserve  equals  ten  times  the  annual  preferred  dividend 
requirements. 

(b)  As  a  buffer  for  the  protection  of  regular  dividend  pay- 
ments on  the  investment  trust's  outstanding  common  stock 
or  certificates.  Thus,  American  Basic-Business  Shares  Cor- 
poration stipulates  that  a  reserve  fund  of  $1  per  share  shall 
be  paid  into  the  portfolio  at  the  time  shares  are  issued,  and 
any  earnings  in  excess  of  $1  per  share  annually  shall  be 
shunted  into  the  reserve  fund  until  that  fund  reaches  $1.50 
per  share.  Any  deficiency  of  earnings  below  $1  per  share 
in  any  given  year  shall  be  met  out  of  the  reserve  fund,  with 
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a  view  to  establishing  minimum  dividends  of  $1  annually. 
United  States  Shares  Corporation  in  its  Bank  Stock  Trust 
Shares,  Series  C-3,  stipulates  that  profits  from  sale  of  secu- 
rities in  the  investment  fund  shall  go  into  a  reserve,  to  assure 
dividends  of  5  per  cent  based  on  the  market  value  of  the 
certificates. 

(c)  A  reserve  fund  may  be  created  for  other  special  pur- 
poses, as  to  provide  for  the  exercise  of  subscription  rights 
or  the  payment  of  voluntary  assessments  on  stocks  held  in 
the  investment  fund.  The  reserve  of  United  States  Shares 
Corporation  Bank  Stock  Trust  Shares,  Series  C-3,  already 
noted,  is  available  for  the  exercise  of  subscription  rights  in 
the  discretion  of  the  managers;  that  of  American  Basic- 
Business  Shares  Corporation,  for  payment  of  voluntary 
assessments. 

(d)  Finally,  a  reserve  fund  may  be  created  as  an  offset  to 
contingent  liabilities.  This  item  includes  possible  unfore- 
seen taxes  under  some  future  law  or  court  decision  and  other 
involuntary  assessments.  Where  part  or  all  of  the  invest- 
ment fund  is  trusteed,  it  is  provided  for  the  protection  of 
certificate  holders  that  the  trustee  is  empowered  to  under- 
take a  legal  defense  of  the  indenture  under  which  securities 
are  issued,  and  the  trustee  may  then  assess  the  portfolio  for 
expenses  thus  incurred.  Involuntary  assessments  may  also 
be  incurred  through  inclusion  of  bank  stocks  and  certain 
corporate  stocks  in  the  investment  fund.  Under  the  bank- 
ing laws,  both  national  and  state,  and  under  the  laws  of 
California  and  Minnesota,  stockholders  may  be  assessed  to 
pay  the  creditors  in  the  event  of  bankruptcy.  The  reserve 
fund  of  American  Basic-Business  Shares  Corporation  is  not 
only  for  the  purpose  of  guaranteeing  minimum  dividends  of 
$1  per  share  annually  and  meeting  voluntary  assessments, 
but  also  to  cover  contingent  liabilities. 
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It  will  be  noted  that  the  reserve  is  created  either  out  of 
earnings  alone  or  out  of  paid-in  capital,  supplemented  by 
earnings.  The  reserve  which  is  created  with  paid-in  capital 
at  the  start  has  an  advantage  over  reserves  built  up  solely 
out  of  earnings,  because  the  existence  of  the  reserve  is  not 
then  wholly  dependent  upon  future  earnings.  In  the  case 
of  International  Securities  Corporation  of  America,  the 
reserve  really  did  not  begin  to  function  as  a  buffer  until  it 
was  built  up  to  substantial  proportions  with  the  lapse  of 
years. 

NECESSITY    FOR    RESERVES 

Conservative  poUcy  dictates  that  when  an  investment 
trust  has  a  proportionately  large  amount  of  bonds  or  pre- 
ferred stock  and  comparatively  little  common  stock  out- 
standing, it  shall  pay  little  if  any  common  stock  dividends 
until  substantial  surplus  or  reserves  have  been  set  up.  The 
effect  is  to  provide  a  valuable  protection  for  the  investment 
trust's  bondholders  and  preferred  stockholders,  and  to  en- 
able the  investment  trust  to  attract  capital  on  the  most 
favorable  possible  terms.  Moreover,  the  policy  provides  a 
bulwark  for  the  investment  trust's  common  stock.  The 
surplus  and  reserves,  although  serving  as  a  "cushion"  for  the 
bondholders  and  preferred  stockholders,  belong  in  the  last 
analysis  to  the  common  stockholders. 

A  different  situation  exists  in  the  case  of  investment  trusts 
which  have  only  one  class  of  stock  or  certificates  outstanding. 
Here  the  necessity  for  surplus  or  reserves  is  debatable. 
Theoretically,  there  is  no  reason  why  the  common  stock- 
holders or  certificate  holders  of  such  an  investment  trust 
should  not  receive  as  dividends  the  entire  earnings.  Even 
though  the  dividend  rate  may  be  variable,  the  position  of 
the  investment  trust  would  not  be  weakened  thereby. 
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With  respect  to  common  stock  trusts,  an  additional  con- 
sideration needs  to  be  given  weight.  The  very  theory  of  the 
common  stock  trust  is  based  to  a  great  extent  upon  the 
elimination  of  a  fixed  monetary  income,  because  fixed  mone- 
tary income  means  a  fluctuating  income  when  measured  in 
terms  of  the  purchasing  power  of  the  dollar.  Fluctuations 
in  monetary  income  derived  from  common  stocks  represent 
in  part  an  approach  to  stabilization  of  income  when  meas- 
ured in  purchasing  power.  These  considerations  have  led 
the  American  Trustee  Share  Corporation,  Incorporated  In- 
vestors, and  Massachusetts  Investors  Trust,  among  others, 
to  abandon  any  thought  of  stabilizing  the  dividend  rate  on 
their  shares. 

The  viewpoint  as  expressed  by  one  investment  trust  is 
of  interest: 

It  is  felt  that  the  best  kind  of  surplus  or  reserve  is  the  composite 
surplus,  now  amounting  to  some  5^^  billions  of  dollars,  of  the  corpora- 
tions whose  stocks  are  deposited  against  these  shares.  The  investor 
in  these  shares  is  himself  creating  an  enforced  savings  account  by 
reason  of  the  fact  that  the  companies  "plow  back"  several  hundred 
millions  of  dollars  each  year  into  the  treasury. 

The  only  apparent  necessity  for  surplus  or  reserves,  in  the 
case  of  investment  trusts  which  have  but  one  class  of  stock 
or  certificates  outstanding,  is  to  provide  for  contingent 
liabilities.  A  number  of  unit  share  trusts  have  neither  sur- 
plus nor  reserves  of  any  kind.  Their  position  with  respect 
to  contingent  liabilities  is  stated  below: 

It  makes  no  difference  whether  contingent  liabilities,  if  they  ma- 
terialize, are  paid  out  of  a  reserve  or  out  of  eaniings  or  capital  of  the 
investment  fund.  In  any  case,  they  would  come  out  of  the  pockets  of 
the  certificate  holders.  Feeling,  therefore,  that  a  reserve  is  in  no  case 
necessary,  we  have  decided  to  omit  this  feature  in  the  interest  of  economy 
and  simplicity  of  administration. 
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COST  AND  MARKET  VALUATION 

Aside  from  questions  of  dividends,  surplus,  and  reserves, 
the  most  important  element  in  investment  trust  accounting 
is  valuation  of  securities  in  the  investment  fund.  The  in- 
vestments may  be  carried  at  either  cost  or  market  value. 

The  majority  of  investment  trusts  carry  their  investments 
at  cost.  Mutual  Investment  Company  and  a  few  others 
carry  their  investments  at  market  value.  Federated  Capital 
Corporation  carries  its  securities  "at  cost  or  market,  which- 
ever is  lower."  An  unusual  practice  is  that  represented  by 
International  Securities  Corporation  of  America  and  Second 
International  Securities  Corporation,  which  carry  their  in- 
vestments "at  cost  less  Investment  Reserve."  The  amount 
of  that  deduction  and  what  it  represents  are  not  made  clear. 

There  is  no  question  but  that  cost  valuation  is  preferable 
to  market  valuation  for  balance  sheet  purposes.  To  use 
market  value  as  a  basis  is  to  credit  the  investment  trust 
with  temporary  paper  profits  or  debit  it  with  paper  losses 
which  may  never  be  realized  in  actuality. 

One  apparent  exception  to  the  rule  that  securities  should 
be  carried  at  cost  is  in  the  case  of  bonds  purchased  by  the 
investment  trust  above  or  below  par.  It  is  perfectly  proper 
for  the  investment  trust  to  spread  over  a  period  of  years  the 
premium  paid  over  par  or  the  discount  below  par  in  the  case 
of  a  bond.  Otherwise,  receipt  of  the  principal  at  maturity 
would  show  a  sudden  loss  or  profit  which  theoretically  should 
have  been  amortized. 

A  serious  dilemma  is  presented  in  the  problem  of  cost 
versus  market  valuation.  Neither  method  tells  the  whole 
story.  Cost  valuation  alone  is  misleading  because  it  does  not 
show  the  present  worth  of  the  investment  fund.  Market 
valuation  is  equally  misleading,  because  it  reflects  temporary 
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profits  or  losses  which  have  no  necessary  relation  to  the 
ultimate  profit  or  loss.  The  suggestion,  therefore,  has  been 
made  that  an  investment  trust  should  show  in  its  balance 
sheet  the  investments  at  market  value  and  set  up  on  the 
other  side  a  special  surplus  item:  "Market  Appreciation  of 
Securities,"  that  item  not  to  be  available  for  paying  divi- 
dends. If  the  market  value  were  less  than  cost,  the  assets 
side  would  include  a  deficit  item:  "Market  Depreciation  of 
Securities." 

Perhaps  a  more  practical  solution  is  to  publish  simul- 
taneously both  the  cost  valuation  and  the  market  valuation 
and  let  the  investor  draw  his  own  conclusions.  This  policy 
was  adopted  by  Investors  Equity  Company,  Inc.: 

(November  30,  1927) 

Investments  Cost  Market 

Short-term  Notes $     554,239.06  $    554,239.06 

Domestic  Bonds 1,130,806.13  1,141,356.25 

Foreign  DoUar  Bonds 2,506,796.02  2,503,763.90 

Preferred  Stocks 1,774,232.60  1,814,957.50 

Common  Stocks 336,671.32  338,282.83 

$6,302,745.13    $6,352,599.54 
DETERMINATION     OF     COST 

The  determination  of  cost  is  not  so  easy  as  may  appear 
on  the  surface.  It  depends  upon  the  method  of  recording 
profit  and  loss  on  sales  of  securities  in  the  investment  fund. 
Two  methods  are  possible. 

Let  us  say  that  an  investment  trust  buys  100  shares  of 
X  Y  Z  at  $100  and  later  buys  an  additional  100  shares  at 
$150.  The  market  price  then  goes  up  to  $200  and  the  in- 
vestment trust  sells  100  shares  at  that  figure.  The  operation 
can  be  recorded  on  the  basis  of  average  cost  of  the  securities 
in  the  investment  fund: 
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Bought  100  shares  at  100 $10,000 

Bought  100  shares  at  150 15,000 

Average  cost  of  100  shares $12,500 

Sold  100  shares  at  200 20,000 

Profit  on  100  shares  sold $  7,500 

Cost  of  100  shares  retained $12,500 

The  alternative  method  is  to  balance  a  given  sale  against  a 
given  purchase.  The  accounting  under  this  method  would 
work  out  as  follows: 

Bought  100  shares  at  100 $10,000 

Sold  100  shares  at  200 20,000 

Profit  on  100  shares  sold $10,000 

Bought  100  shares  at  150 $15,000 

Cost  of  100  shares  retained $15,000 

In  a  falling  market,  the  operation  would  be  reversed.  Let 
us  say  that  the  investment  trust  buys  100  shares  of  X  Y  Z 
at  $100  and  later  buys  an  additional  100  shares  at  $75.  The 
price  then  falls  to  $50  and  the  investment  trust  sells  100 
shares  at  that  figure.  Under  the  average  cost  method  the 
operation  would  be  accounted  for  as  follows: 

Bought  100  shares  at  100 $10,000 

Bought  100  shares  at  75 $  7,500 

Average  cost  of  100  shares $  8,750 

Sold  100  shares  at  50 $  5,000 

Loss  on  100  shares  sold $  3 ,750 

Cost  of  100  shares  retained $  8,750 

If  the  investment  trust  pursues  the  method  of  balancing  a 
given  sale  against  a  given  purchase,  the  record  would  show: 

Bought  100  shares  at  100 $10,000 

Sold  100  shares  at  50 $  5,000 

Loss  on  100  shares  sold $  5 ,000 

Bought  100  shares  at  75 $  7 ,  500 

Cost  of  100  shares  retained $  7,500 


ACCOUNTING  PROCEDURE  167 

The  average  cost  method  would  appear  to  be  more  sound, 
and  it  is  standard  practice  among  the  majority  of  investment 
trusts.  It  may  be  argued  that  the  alternative  method  opens 
up  an  opportunity  for  abuse  on  the  part  of  the  investment 
trust  for  the  purpose  of  annual  or  periodic  financial  state- 
ments and  reports.  Thus,  the  investment  trust,  by  balancing 
a  sale  which  is  made  at  high  prices  against  a  purchase  which 
was  made  at  low  prices,  may  show  an  unreasonably  high 
profit  in  its  income  statement;  by  balancing  a  sale  at  low 
prices  against  a  purchase  which  was  made  at  low  prices,  it 
may  avoid  showing  what  would  otherwise  appear  as  a  sub- 
stantial loss. 

The  method  of  balancing  a  given  sale  against  a  given 
purchase,  nevertheless,  has  the  advantage  that  it  may  show 
the  cost  at  a  figure  nearer  to  the  true  market  value.  In  the 
foregoing  example,  based  on  a  rising  market  f or  X  Y  Z  stock, 
the  value  of  the  100  shares  retained,  at  the  close  of  the  trans- 
action, was  $20,000.  In  the  example  based  on  a  falling  mar- 
ket, the  value  was  $5,000 : 

Upward  market    Downward  market 
Cost  of  100  shares  retained,  by  average 

cost  method $12,500                      $8,750 

Cost  of  100  shares  retained,  by  method  of 

balancing  a  given  sale  against  a  given 

purchase 15,000                        7,500 

Market  value  of  100  shares  retained 20 ,  000                       6 ,  000 


Chapter  XIII 
ACCOUNTING  PROCEDURE— Con^mwed 

Typical  Financial  Statements. — Publicity  of  Accounts. — Publicity 
In  Unit  Share  Trusts. — Arguments  for  and  Against  Publicity. — 
Independent  Audit. 

TYPICAL     FINANCIAL     STATEMENTS 

Financial  statements  of  a  typical  statutory  trust  and  a 
typical  contractual  trust  are  given  below: 

General  American  Investors  Company,  Inc. 
(A  statutory  trust) 

balance  sheet  as  of  close  of  business,  DECEMBER  31,  1927 

Assets 
Securities  owned,  at  cost 

Bonds $1 ,  073 ,  138 .  61 

Preferred  Stocks 

Industrials $    663,471.98 

Railroads 955,680.00       1,619,151.98 

Common  Stocks 

Industrials $3,663,622.83 

Railroads 2,081,522.10 

Public  UtUities 796,512.50 

OUs 589,922.50 

Bank 312,670.00      7,444,249.93    $10,136,540.52 

Syndicate  Participations . . .  244 ,765 .  63 

Cash  and  Call  Loans 182 ,  579 .  65 

Dividends  receivable  and 

Interest  accrued 66,099.07 

Deferred  Charges 

Unamortized  Discount  on 
Debentures 216,750.00 

$10,836,734.87 

Note:  The  aggregate  market  value  as  of  December  31,  1927,  of  securities  owned 
exceeds  the  above  book  value  (after  reserves  for  taxes  at  present  rates 
on  the  unrealized  profits)  by  $710,594,17. 
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Liabilities 

25  Year  5%  Debentures. .  .  $  7,500,000.00 

Series  A.  Due  February  1, 
1952 
Ciu*rent  Liabilities 

Interest  accrued  on  De- 
bentures  $     156,250.00 

Securities  Purchased 108,060.00  264,310.00 

Reserve  for  Federal  and 
State  Taxes  payable  dur- 
ing 1928 200,000.00 

Reserved  for  Dividend  ac- 
crued on  Preferred  Stock  15,000.00 
Capital  Stock  and  Surplus 
Preferred  Stock  (6%  cum- 
ulative) 
Authorized  and  issued 
15,000  Shares  of  $100 

par  value 1,500,000.00 

Common  Stock 

Authorized  and  issued 
200,000  Shares  with- 
out par  value 10,000.00     $1,510,000.00 

Surplus 

Capital  Surplus 261 ,  869 .  50 

Earned  Surplus 1,085,555.37       1,347,424.87 

Total  Capital  Stock  and 

Surplus 2,857,424.87 


$10,836,734.87 


Statement  of  Profit  and  Loss 
Period  from  February  1  to  December  31,  1927 

Profits  realized  on  sale  of  Securities $1,290,362.14 

Interest  on  Bonds 123,898.65 

Dividends  on  Stocks 307,478.37 

Other  Income 19,261.12     $1,741,000.28 

Less 

Interest  paid  and  accrued  on  Debentures $     322,916.67 

Other  Interest  paid 31,945.54 

Amortization  of  Discount  on  Debentures 8 ,  250 .  00 

Other  Expenses 14,832.70          377,944.91 

Profit  before  Taxes 1,363,055.37 

Less 

Provision  for  Taxes 200 ,000 .  00 


Net  Profit  for  the  Period $1 ,  163,055 . 37 
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Statement  of  Surplus 
December  31,  1927 
Capital  Surplus: 

Premium  on  sale  of  Stock $    293 ,  750 .  00 

Less 
Organization  Expense  written 

off 31,880.50 

Balance    at    December   31, 

1927 $    261,869.50 

Earned  Surplus: 

Net  profit  for  the  period  from 
February  1  to  December  31, 

1927 $1 , 163 ,055 . 37 

Less 
Dividends  paid  on  preferred 

stock $62,500.00 

Dividend  accrued  on  Preferred 

Stock 15,000.00  77,500.00 

Balance    at    December   31, 

1927 1,085,555.37 

Total,  per  Balance  Sheet $1,347,424.87 

Security  Management  Company  (New  York) 
Second  Investment  Fund 

(A  contractual  trust) 

statement  of  condition 

As  at  Close  of  Business  December  31,  1927 

Assets 

Securities,  at  Cost, 

(market  value  $1,224,979.25) $1,197,505.00 

Less— Securities  not  received 15,419.58     $1,182,085.42 

Dividends  and  Accrued  Interest  Receivable.. .  9,016.20 

CaU  Loans 300,000.00 

Cash 177,913.74 

$1,669,015.36 

Liabilities 

Second  Investment  Fund  Participation  Certifi- 
cates— Outstanding  14,975  units  and  3,743 
"B"  shares  for  which  the  subscribers  paid 
into  the  fund $1,590,545.77 

Distribution  of  $2.50  per  "A"  Share  payable 

January  1,  1928 37,437.50 

Compensation  to  Security  Management  Com- 
pany    4 , 255 . 76 

Balance  of  Income 36,776.33 

$1,669,015.36 
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Statement  of  Income 

For  the  Period  from  July  1,  1927,  to  December  31,  1927 

Income: 

Interest $15,333.94 

Dividends 14,760.00 

Profits  from  sales  of  securities  (net) 43 ,  861 .  60 

Total  income $73,955.54 

Deduct: 

Distribution  at  the  rate  of  $5.00  per  annum  on 

"A"  Shares $30,336.44 

Proportion  of  income  paid  to  redeeming  certificate 

holders  in  respect  of  "B"  shares 2,587.01 

32,923.45 

Balance  of  income  before  provision  for  management  com- 
pensation   $41,032.09 

Deduct: 

Management  compensation 4,255.76 

Balance  of  income  at  December  31,  1927,  applicable  to  "B" 
shares  outstanding $36,776.33 

From  the  foregoing  statements  will  appear,  upon  examina- 
tion, the  treatment  given  to  various  items  mentioned  in  this 
and  the  preceding  chapter. 

It  should  be  noted  that  the  cost  of  securities  includes  pay- 
ments made  in  the  exercise  of  subscription  rights  or  to  meet 
voluntary  assessments,  such  as  may  occur  in  the  case  of  cor- 
porations which  are  reorganized.  These  payments  represent 
investment  just  as  much  as  though  the  investment  trust 
went  into  the  market  and  bought  new  securities. 

A  balance  sheet  item  which  requires  some  definition  is 
accrued  interest  and  dividends  on  securities  in  the  invest- 
ment fund.  It  is  common  financial  practice  to  take  credit 
for  accrued  interest  on  bonds.  If  a  bond,  paying  interest 
semiannually,  is  held  two  months  in  advance  of  the  forth- 
coming interest  date,  it  carries  accrued  interest  for  four 
months. 
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The  same  procedure  does  not  apply  to  stocks.  Only  those 
dividends  are  regarded  as  accrued  which  are  receivable  but 
not  yet  collected.  A  dividend  becomes  accrued,  for  the  pur- 
poses of  the  investment  trust's  balance  sheet,  on  the  day 
when  the  stock  in  question  sells  ex-dividend.  In  the  balance 
sheet  for  the  general  trust,  the  item  will  appear  under  some 
such  caption  as:  "Accrued  interest  receivable  and  items  in 
course  of  collection." 

The  point  is  of  importance  particularly  among  common 
stock  trusts,  since  the  accrued  dividends  are  included  in  the 
offering  price  of  the  common  stock  trust's  shares  or  certifi- 
cates. 

Cost  of  raising  capital  is  sometimes  written  off  out  of  the 
earnings  of  the  investment  trust,  but  the  item  does  not  ap- 
pear in  the  statements  of  a  great  number  of  statutory  trusts 
nor  in  the  statements  of  contractual  trusts.  In  those  cases, 
it  is  simply  deducted  at  the  start  and,  so  far  as  accounting 
procedure  is  concerned,  forgotten. 

PUBLICITY      OF      ACCOUNTS 

Publicity  of  accounting  differs  widely  as  among  the  various 
investment  trusts.  Some  give  out  practically  no  informa- 
tion. They  comprise  in  part  investment  trusts  which  are 
operated  as  private  affairs  and  which,  therefore,  have  no 
need  to  take  the  public  into  their  confidence. 

Most  investment  trusts  give  out  at  least  a  condensed  bal- 
ance sheet  and  income  statement.  The  information  as  to 
market  value  of  the  investment  fund  is  frequently  no  more 
than  that  "the  market  value  is  in  excess  of  the  balance  sheet 
figures." 

The  income  report  is  not  complete  unless  it  discloses  the 
various  sources  of  revenue  itemized  as  to  interest  and  divi- 
dends, profits  on  turnover,  etc.     The  subjoined  statement, 
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for  instance,  fails  to  show  what  portion  of  the  income  was 
derived  from  profits  on  turnover.  It  is  important  to  know 
this  item,  not  only  as  an  index  to  managerial  skill  but  be- 
cause it  represents  a  highly  variable  and  uncertain  factor  in 
earnings. 

Pacific  Investing  Corporation 

Statement  of  Income  and  Profit  and  Loss  Surplus 

From  AprU  15,  1927,  to  AprU  14,  1928 

Total  Earned  Income $747,864.51 

Expenses  and  other  charges: 

Interest  on  debenture  notes,  including  amorti- 
zation of  discount $45 ,  701 .  45 

Revenue  stamps  and  sundry  expenses 4,676.81 

Provision  for  Federal  taxes 76,224.44 

Total 126,602.70 

Net  Income $621 ,261 .81 

Dividends  on  preferred  stock 186 ,  251 .  86 

Surplus,  April  14,  1928 $435,009.95 

A  very  few  investment  trusts  go  the  whole  way  in  showing 
the  complete  composition  of  the  investment  fund  with  cost 
and  market  value,  in  addition  to  presentation  of  an  adequate 
income  account.  Investment  Managers  Company,  for  ex- 
ample, lists  the  amount,  cost,  and  market  value  of  each  secu- 
rity held. 

PUBLICITY     IN     UNIT     SHARE     TRUSTS 

Unit  share  trusts,  instead  of  publishing  a  balance  sheet  or 
income  account,  serve  the  same  purpose  by  making  known 
just  what  securities  at  any  time  constitute  a  unit.  They 
also  inform  the  investor  concerning  any  changes  in  the  unit. 
A  sample  notice  giving  information  of  such  changes  is  that 
of  the  United  States  Shares  Corporation: 
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COMMON  STOCK  TRUST  SHARES,  SERIES  A 

TO  HOLDERS  OF 
UNITED  STATES  SHARES  CORPORATION 
COMMON  STOCK  TRUST  SHARES,  SERIES  A: 

Pursuant  to  Section  28  of  Article  6  of  the  Agreement  and  Declaration 
of  Trust  between  United  States  Shares  Corporation  and  the  Chatham 
Phenix  National  Bank  &  Trust  Company,  Trustee,  dated  May  5,  1927, 
under  which  the  Guaranty  Trust  Company  of  New  York  has  been 
Successor  Trustee  since  December  8,  1927:  United  States  Shares  Cor- 
poration hereby  notifies  the  holders  of  its  Common  Stock  Trust  Shares, 
Series  A,  that  the  following  changes  in  the  constituents  of  a  unit  of 
underlying  stocks  have  been  made  during  the  period  from  January  16, 
1928,  to  April  15,  1928,  inclusive. 

WITHDRAWALS 

1.  One  (1)  share  of  old  stock  of  Abitibi  Power  &  Paper  Co.    (Exchange 

for  two  (2)  new  shares). 

2.  One   (1)    share  of  Preferred  Stock  of  Studebaker   Corporation  of 

America. 

3.  One  (1)  share  of  Preferred  Stock  of  American  Locomotive  Company. 

4.  One  (1)  share  of  Stock  of  Endicott  Johnson  Shoe  Co. 

5.  One  (1)  share  of  Stock  of  Wm.  Wrigley,  Jr.,  Co. 

6.  One  (1)  share  of  Stock  of  Edison  Electric  Illuminating  Company  of 

Boston. 

7.  One  (1)  share  of  Stock  of  Loew's  Incorporated. 

8.  One  (1)  share  of  1st  Preferred  Stock  of  Certain-teed  Products  Cor- 

poration. 

9.  One  ( 1 )  share  of  Preferred  Stock  of  Remington  Rand,  Inc. 

10.  Two  (2)  shares  of  Stock  of  Lambert  Co. 

11.  Two  (2)  shares  of  Stock  of  New  England  Telephone  and  Telegraph 

Co. 

12.  Two  (2)  shares  of  Stock  of  Childs  Company. 

ADDITION  S 

1.  Two  (2)  shares  of  new  stock  of  Abitibi  Power  &  Paper  Co.     (Ex- 

change for  one  (1)  old  share). 

2.  One  (1)  share  of  Stock  of  Atlantic  Coast  Line  Company. 

3.  One  (1)  share  of  Stock  of  American  Radiator  Company. 

4.  One  (1)  share  of  Stock  of  General  American  Tank  Car  Corporation. 

5.  One  (1)  share  of  Stock  of  Westinghouse  Air  Brake  Company. 

6.  One  (1)  share  of  Stock  of  Timken  Roller  Bearing  Company. 

7.  One  (1)  share  of  Stock  of  Vanadium  Corporation  of  America. 
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8.  One  (1)  share  of  Stock  of  American  Can  Company. 

9.  One  (1)  share  of  Stock  of  Postum  Company,  Inc. 

10.  One  (1)  share  of  Stock  of  Packard  Motor  Car  Co. 

11.  One  (1)  share  of  Stock  of  National  Dairy  Products  Corporation, 

12.  One  (1)  share  of  Stock  of  Southern  CaUfomia  Edison  Company. 

13.  One  (1)  share  of  Stock  of  Standard  Gas  &  Electric  Company. 

14.  One  (1)  share  of  Stock  of  Studebaker  Corporation  of  America. 

15.  One  (1)  share  of  Stock  of  Standard  Oil  Company  of  California. 

16.  One  (1)  share  of  Stock  of  Corn  Products  Refining  Co. 

17.  One  (1)  share  of  Stock  of  American  Locomotive  Company. 

18.  One  (1)  share  of  Stock  of  Minneapolis,  St.  Paul  &  Sault  Ste.  Marie 

Ry.  Co.  4%  leased  lines  stock  certificates. 
There  remains  a  cash  fund  of  $0.62  to  be  used  for  future  reinvestment. 
In  Witness  Whereof,  United  States  Shares  Corporation  hereby  certifies 
that  the  foregoing  is  a  true  and  complete  summary  of  changes  affecting 
each  unit  of  underlying  Common  Stock  Trust  Shares,  Series  A. 

UNITED  STATES  SHARES  CORPORATION, 

(Signed)   John  Scott  Lansill, 
President. 
April  15,  1928. 

Unit  share  trusts  also  make  public,  as  a  rule,  a  detailed 
analysis  of  dividends  per  unit.  A  specimen  analysis  is  fur- 
nished on  the  following  page. 

ARGUMENTS     FOR     AND     AGAINST     PUBLICITY 

Investment  trusts  which  pursue  a  policy  of  partial  pub- 
licity aver  that  they  make  a  sufficient  disclosure  by  present- 
ing a  condensed  balance  sheet  and  income  statement, 
together  with  a  portfolio  analysis,  such  as  is  furnished  by 
International  Securities  Corporation  of  America  and  many 
others;  sometimes,  by  publishing  a  list  of  holdings  minus 
the  amounts  held  or  the  price  paid,  as  in  the  case  of  Mutual 
Investment  Company. 

Certain  reasonable  objections  have  been  advanced  against 
the  publishing  of  a  detailed  list  of  holdings  and  transactions 
therein.     These  objections  may  be  summarized  as  follows: 
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AMERICAN  TRUSTEE  SHARE  CORPORATION 

DIVERSIFIED  TRUSTEE  SHARES 

Dividend  Analysis 

Shares 
per  unit 

(present  1926 1927 

number)  Regular       Extra  Total       Regular       Extra  Total 

5      Delaware     &     Hudson 

Company $45.00  $       45.00     $45.00  $       45.00 

5  Illinois  Central  Rail- 
road Co 35.00         t6.88  41.88         35.00  35.00 

5      Louisville  &  Nashville 

R.  R.  Co 30.00  30.00         32.50  2.60  35.00 

4  New  York  Central  R. 

R.  Co 28.00  28.00         28.00  28.00 

5  Southern  Pacific  Co.  .  .        30.00  30.00         30.00  30.00 
5       Union  Pacific  R.  R.  Co.       50.00                                50.00         50.00  50.00 

5  American   Tel.    &   Tel. 

Co 45.00       t30.63  75.63         45.00  45.00 

6  Consolidated  Gas  Co.  .        30.00  30.00         30.00       t25.81  55.81 

6  The  Detroit  Edison  Co.  48.00  t25.50  73.50  48.00  flS.OO  66.00 
15  TheNorthAmericanCo.  *83.70  83.70  *74.12  74.12 
28       Pacific  Gas  and  Electric 

Company 56.00       tl4.88  70.88         56.00       tl3.13  69.13 

11-1-5  Standard  G.   &  El.    (8 

Phila.  Co.) 32.00  32.00         34.38       *12.16  46.54 

10       American  Car  &  Fdry. 

Co 60.00       tl3.75  73.75         60.00  60.00 

5       The  American  Tobacco 

Company 37.50  6.25  43.75         40.00  40.00 

10       E.   I.  du  Pont  de  Ne-       45.00     /  30.00  355.50         75.00         70.00  145.00 

mours *1280.50 

5       Eastman  Kodak  Co...        25.00         15.00  40.00         25.00         15.00  40.00 

8       KennecottCopperCorp.       28.00  28.00         36.00  36.00 

5       United  States  Steel  Cor-  /     2.50 

poration 25.00         10.00  35.00         32.50  *\249. 54  284.54 

7  Westinghouse   Elec.    & 

Mfg 28.00  28.00         28.00  28.00 

5  Standard  Oil  Co.  (In- 
diana)         12.50  2.50  15.00         12.50  5.00  17.50 

5       Standard  OU  Co.  (New  i   1  ■  89 

Jersey) 5.00  5.00  5.00     tllO.OO  16.89 

5       Standard    Oil    Co.     of 

California 10.00  10.00         11.26  3.12  14.38 

5       Standard    Oil    Co.    of 

New  York 7.00       *45.31  52.31  8.00  8.00 

5       Vacuum  Oil  Company.        10.00         15.00  25.00         10.00         15.00  25.00 

Total $805.70     $496.20     $1,301.90     $851.26     $443.65     $1,294.91 

PerShare $1.30  $1.30 

♦  In  stock, 
t  Rights. 

Note:  Dividends,  payable  January  1  and  July  1,  comprise  the  entire  income  on  the  investmen 
fund  during  the  half  year  ended  the  15th  of  the  month  preceding.  Each  Diversified 
Trustee  Share  represents  a  one-thousandth  interest  in  a  unit. 

(1)  The  list  of  securities  held,  by  the  time  it  is  published,  would  be 
out  of  date  and  misleading  as  to  the  real  status  of  the  investment  trust, 
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(2)  Investors  by  and  large  are  not  able  to  judge  for  themselves  con- 
ceming  the  wisdom  of  the  investment  trust's  purchases  and  sales. 

(3)  Individual  investors  or  institutions  might  be  guided  as  to  their 
own  investments  by  the  information  obtained  from  investment  trusts. 
Transactions  entered  into  on  the  basis  of  the  investment  trust's  reports 
might  set  up  a  conflicting  trend,  in  opposition  to  the  investment  trust's 
own  plans.  Such  transactions  might  be  tardy  or  ill-considered  on  the 
part  of  the  individual  investor  or  institution. 

(4)  Full  publicity  would  betray  valuable  secrets  to  competing  in- 
vestment trusts.  It  would  be  giving  away,  in  some  cases,  information 
acquired  at  a  cost  of  $100,000  or  more.  It  also  may  place  an  invest- 
ment trust  in  a  disadvantageous  situation  from  the  standpoint  of  mar- 
keting its  securities.  To  cite  a  concrete  case,  an  international  investment 
trust,  having  in  its  portfolio  many  issues  with  foreign  names,  found  that 
to  publish  its  list  was  to  play  into  the  hands  of  a  competitor  which  had 
in  its  list  only  familiar  American  names. 

(5)  Finally,  to  publish  a  list  of  its  holdings  would  expose  the  invest- 
ment trust  to  endless  waste  of  time  in  answering  inquiries  and  listening 
to  propositions  for  exchange  of  securities. 

Certainly  it  would  appear  that  the  investment  trust  which 
invites  public  participation  has  little  excuse  for  not  giving 
a  fairly  complete  account  of  itself.  As  one  commentator 
expressed  it,  "the  wise  management  of  an  investment  trust 
will  exclude  from  consideration  those  securities  on  which  it 
cannot  secure  adequate  information,  yet  it  may  expect  the 
prospective  investor  and  its  security  holders  to  exclude  from 
consideration  an  important  source  of  information  regarding 
its  own  affairs." 

There  can  he  no  question  hut  that  puhlicity  serves  as  a 
wholesome  check  upon  management  and  provides  a  valuahle 
safeguard  to  the  investor.  The  tendency  in  American  finance 
is  undeniably  in  the  direction  of  publicity,  and  investment 
trusts  as  a  whole  will  probably  find  it  desirable  sooner  or 
later  to  get  on  the  band  wagon.  The  degree  of  publicity, 
however,  must  depend  upon  the  character  of  the  investment 
trust  itself. 


178  AMERICAN  INVESTMENT  TRUSTS 

INDEPENDENT     AUDIT 

An  added  protection  to  investors,  where  fairly  wide  dis- 
cretionary powers  are  given  to  management,  would  perhaps 
be  to  permit  shareholders  or  certificate  holders  to  appoint 
an  independent  auditor  to  go  over  the  accounts  of  the  in- 
vestment trust.  The  audit  thus  obtained  would  not  interfere 
with  management  but  would  serve  as  a  valuable  check  upon 
possibly  unsound  policies.  Alexander  Fund  is  one  of  the  few 
investment  trusts  which  provide  for  independent  audits  on 
the  part  of  shareholders. 

Farmers'  Loan  and  Trust  Company  in  its  Investment 
Fund  (No.  1)  provides  that  "the  accounts  of  the  Trustee 
shall  be  examined  periodically,  but  not  less  than  once  in  each 
year,  by  an  Auditor  who  shall  represent  the  holders  of  all 
certificates  and  who  shall  prepare  a  report  which  will  be  kept 
on  file  with  the  Trustee  and  open  to  inspection  by  the  regis- 
tered owners  of  certificates." 

As  a  rule,  nothing  except  the  good  faith  of  directors  is  to 
prevent  discretionary  trusts  from  "window  dressing" — sell- 
ing securities  from  the  portfolio  when  a  profit  can  be  realized, 
or  temporarily  substituting  desirable  in  place  of  undesirable 
securities  in  the  portfolio,  all  with  the  purpose  of  exhibit- 
ing an  attractive  financial  statement.  It  is  only  fair  to  state 
that  most  investment  trusts  scrupulously  avoid  "window 
dressing"  of  all  kinds. 
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PROBLEMS  OF  TAXATION 

Federal  Income  Tax  on  Statutory  Trusts. — Federal  Income  Tax 
on  Contractual  Trusts. — State  Income  Taxes. — Inheritance  Tax 
Status  of  Statutory  Trusts. — Inheritance  Tax  Status  of  Contractual 
Trusts. — Miscellaneous  Taxes. 

FEDERAL  INCOME  TAX  ON  STATUTORY  TRUSTS 

Two  major  forms  of  taxation  are  applicable  to  investment 
trusts  and  the  securities  issued  by  them:  income  taxes  and 
inheritance  taxes. 

The  rule  concerning  Federal  income  taxes  is  that  statutory 
trusts  must  pay  their  own  taxes  on  the  net  portfolio  earn- 
ings. The  statutory  trust,  in  this  respect,  is  in  the  position 
of  any  corporation. 

The  contractual  trust,  on  the  other  hand,  may  deduct  such 
portion  of  the  earnings  as  is  applicable  to  the  certificate 
holders — which,  in  effect,  means  that  the  entire  portfolio 
income  is  deductible.  The  tax,  in  the  case  of  a  contractual 
trust,  is  paid  directly  by  the  certificate  holders. 

The  point  serves,  in  itself,  as  a  convenient  test  for  the 
determination  whether  a  given  investment  trust  is  of  the 
statutory  or  contractual  type.  If  the  investment  trust  itself 
pays  the  Federal  income  tax  it  is  not  a  contractual  trust. 

The  statutory  trust  pays  no  Federal  tax  on  income  received 
in  the  form  of  cash  dividends  on  stock  of  domestic  corpora- 
tions, but  it  pays  the  regular  Federal  corporate  income  tax 
(now  12  per  cent)  on  the  balance  of  net  earnings  after  de- 
duction of  interest  payments  and  expenses. 
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The  holder  of  a  statutory  trust's  securities  likewise  pays 
Federal  income  tax  thereon,  with  the  exception  that  the 
dividends  received  on  a  statutory  trust's  preferred  or  com- 
mon stock  are  exempt  from  the  normal  tax.  Essentially,  the 
difference  between  a  statutory  and  a  contractual  trust,  for 
Federal  income  tax  purposes,  is  that  the  statutory  trust 
pays  the  corporate  tax  in  lieu  of  the  normal  tax  which  is 
paid  by  the  holders  of  shares  of  a  contractual  trust.  The 
shareholders  of  both  a  statutory  trust  and  a  contractual 
trust,  of  course,  are  liable  to  surtax. 

The  profits,  for  purposes  of  tax  reporting,  must  be  coni- 
puted  in  accordance  with  regulations  of  the  United  States 
Bureau  of  Internal  Revenue.  Gains  realized  on  turnover 
of  securities  in  the  portfolio  may  be  computed  according  to 
either  the  average  cost  method  or  the  method  of  balancing 
a  given  sale  against  a  given  purchase,  as  described  under  the 
heading  "Accounting  Procedure."  Either  method  is  accept- 
able to  the  government  so  long  as  it  is  consistently  followed. 

Stock  dividends  and  subscription  rights  require  a  some- 
what intricate  calculation.  The  correct  method  in  each  case 
is  best  illustrated  by  an  example.  Suppose  that  an  invest- 
ment trust  is  carrying  100  shares  of  X  Y  Z  stock  at  $100 
and  it  receives  a  50  per  cent  stock  dividend,  amounting  to  50 
shares.  It  then  has  150  shares  at  a  total  cost  of  $10,000,  or 
$66.67  per  share.  If  the  investment  trust  subsequently  sells 
any  part  of  its  150  shares  of  X  Y  Z  stock,  the  sale  price  must 
be  compared  with  the  cost  price  of  $66.67  per  share  to  deter- 
mine the  taxable  gain  or  the  loss.  So  long  as  the  stock 
dividend  in  its  entirety  remains  unsold,  it  is  not  taxable, 
nor  does  it  enter  into  the  computation  for  tax  purposes. 

Profit  on  the  sale  of  subscription  rights  or  the  sale  of 
shares  received  through  the  exercise  of  such  rights  involves 
a  more  elaborate  computation.  For  purposes  of  illustration, 
it  may  be  assumed  that  the  investment  trust  has  100  shares 
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of  X  Y  Z  stock  purchased  for  $100  per  share,  or  $10,000  in 
alh  Rights  are  received  to  subscribe  at  $100  to  one-half 
share  of  new  stock  for  each  share  now  held.  When  rights 
are  issued,  the  stock  (ex-rights)  is  quoted  at  $120  and  the 
rights  at  $10.  The  ratio  of  the  value  of  stock  to  the  value 
of  rights  is,  therefore,  12  to  one.  The  original  cost  of  $10,000 
must  be  allocated  as  between  stock  and  rights  in  that 
proportion : 

Cost  of  100  shares $  9,231 

Cost  of  100  rights 769 

Total $10,000 

If  the  investment  trust  then  proceeds  to  sell  the  rights  at 
$10  its  profit  is  $231: 

Proceeds  from  sale  of  100  rights $1 ,000 

Cost  of  100  rights 769 

Profit $231 

If,  on  the  other  hand,  the  investment  trust  exercises  the 
rights  received,  it  has  50  new  shares  at  a  cost  of  $5,769 : 

Cost  of  100  rights $    769 

Subscription  paid  for  50  shares  at  $100 5,000 

Total $5,769 

In  selling  shares  thereafter,  the  investment  trust,  to  deter- 
mine profit  or  loss,  must  differentiate  between  shares  orig- 
inally purchased  and  shares  received  through  the  exercise 
of  subscription  rights. 

FEDERAL     INCOME     TAX     ON     CONTRACTUAL 

TRUSTS 

The  Federal  tax  situation,  with  reference  to  contractual 
trusts,  is  exactly  the  same  as  though  the  certificate  holders 
held  their  proportionate  share  of  the  investment  fund  in- 
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stead  of  holding  evidences  of  interest  therein.  The  income, 
so  far  as  it  represents  dividends  on  stocks  of  domestic  cor- 
porations, is  exempt  from  the  normal  Federal  tax.  Profits 
on  sales  of  securities,  stock  dividends  and  subscription  rights 
come  under  the  head  of  capital  gains  and  are  legally  subject 
to  both  the  normal  tax  and  the  surtax.  However,  that  por- 
tion of  the  proceeds  of  sales  which  does  not  represent  profit 
is  technically  subject  to  neither  the  normal  tax  nor  the 
surtax.  The  examples  given  on  180  and  181  serve  equally 
well  for  contractual  trusts. 

The  contractual  trust,  as  a  rule,  provides  information 
which  will  enable  its  certificate  holders  to  determine  what 
portion  of  the  income  is  exempt  from  the  normal  Federal 
income  tax  and  what  portion  is  subject  to  both  the  normal 
tax  and  the  surtax.  The  following  is  from  a  report  sent  by 
Nation- Wide  Securities  Company  to  its  certificate  holders 
in  connection  with  the  income  tax  on  its  investment  fund: 

For  each  Trust  Share  held  at  the  respective  quarterly  dividend  dates, 
the  following  proportions  should  be  reported  as  income  on  your  Federal 
Income  Tax  Report  under  the  respective  classes: 

Date  of  Coupons                  Dividends  Income  Subject  Return  of 

1927                              Subject  to  to  Normal            Capital 

Surtax  Only  and  Surtax 

January  1 $.1380193  $.0106745  $.0533062 

AprU  1 1397661  .0268179             .  1464160 

July  1 1352777  .0242161             .0955062 

October  1 1415841  .0293762            .1010397 

The  amounts  in  the  first  column  represent  the  distribution  of  cash 
dividends.    This  is  subject  only  to  Surtax  rates. 

The  amounts  in  the  second  column  represent  the  profit  derived  from 
the  sales  of  stock  dividends  and  rights,  and  dividends  received  from 
the  Canadian  Pacific  Railway  Company,  and  is  that  amount  which  is 
subject  to  both  the  Normal  Tax  and  Surtax. 

The  amounts  in  the  third  column  represent  what  is  termed  "return 
of  capital"  arising  from  the  sale  of  stock  dividends  and  rights. 

EXAMPLE: 

The  holder  of  1,000  Trust  Shares  received  for  his  coupons  in  1927 — 
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January  1 @  20 .  2c  $    202 .  00 

April  1 @  31.3c  313.00 

July  1 @  25.5c  255.00 

October  1 @  27.2c  272.00 

Total $1,042.00 

He  obtains  the  distribution  of  his  income  from  Trust  Shares  by  multi- 
plying the  figures  given  in  the  preceding  table  by  1,000  (the  number  of 
the  Trust  Shares  owned) :  .13S0193  X  1,000  =  S13S.02,  and  sets  them 
down  as  follows,  putting  each  amount  in  the  same  position  as  occupied 
in  the  table  by  the  figures  used: 

Dividends  Income  Subject  Return  of 

Subject  to  to  Normal  Capital 

Surtax  Only  and  Surtax 

January  1 $138.02  $10.67  $53.31 

AprU  1 139.77  26.82  146.42 

July  1 135.28  24.22  95.51 

October  1 141.58  29.38  101.04 

Total $554.65  $91.09  $396.28 

He  then  reports  $554.65  received  as  dividends,  subject  only  to  the  Sur- 
tax which  is  levied  against  that  amount  of  his  income  which  exceeds 
$10,000. 

He  includes  $91.09  with  his  other  income  that  is  subject  to  the  normal 
Tax,  and  Surtax. 

He  does  not  report  $396.28  as  income. 

From  a  practical  standpoint,  where  the  major  portion  of 
income  represents  cash  dividends,  the  certificate  holder  may- 
be justified  in  regarding  his  entire  income  on  certificates  as 
though  it  were  dividends  on  stock  of  a  domestic  corporation, 
exempt  from  the  normal  Federal  income  tax.  This  is  partic- 
ularly the  case  among  unit  share  trusts  specializing  in  com- 
mon stocks.  Most  of  these  organizations  advise  their 
certificate  holders,  for  the  sake  of  simplicity,  to  report  the 
income  on  certificates  merely  as  dividends.  The  difference  in 
the  tax,  ordinarily,  would  be  negligible. 

The  holder  of  1,000  Trust  Shares  of  Nation- Wide  Secu- 
rities Company,  on  the  strength  of  the  tax  analysis  shown 


184  AMERICAN  INVESTMENT  TRUSTS 

above,  would  probably  have  had  to  pay  on  $91.09  a  normal 
tax  of  li/o  per  cent  (the  rate  on  the  first  $4,000  after  exemp- 
tions), or  $1.02  after  the  25  per  cent  credit  on  earned  net 
income.  That  figure  would  amount  to  only  0.098  of  1  per 
cent  on  the  entire  income  of  $1,042.02.  If  he  reported  his 
income  simply  as  dividends,  he  would  eliminate  this  item 
but  would  increase  by  $390.28  the  amount  of  income  subject 
to  the  surtax.  Thus  the  aggregate  amount  of  income  taxable 
by  the  government  is  increased  when  the  distributions  are 
declared  merely  as  dividends. 

Competent  legal  opinion,  submitted  by  the  attorneys  for 
a  prominent  unit  share  trust,  establishes  as  sound  the  view 
that  the  certificate  holder,  under  the  circumstances  described, 
need  not  pay  a  normal  tax: 

It  would  seem  as  a  practical  matter  that  the  Government  would  not 
raise  any  objection  in  the  event  of  the  certificate  holder  claiming  that 
the  entire  amount  received  as  dividends  on  his  certificates,  which  would 
include  distribution  from  the  sale  of  stock  dividends,  rights,  etc.,  is 
exempt  from  the  normal  Federal  income  tax. 

The  trustee  for  a  contractual  trust  must  file  a  fiduciary 
return  for  the  investment  fund,  but  in  so  doing  it  is  allowed 
to  deduct  income  paid  or  applicable  to  the  certificate  holders. 
The  result  is  that  the  net  taxable  income,  in  so  far  as  the 
trustee  is  concerned,  is  nil.  The  trustee  is  also  required  to 
report  the  names  of  the  persons  to  whom  the  income  has 
been  paid  or  is  apphcable.  When  the  entire  income  of  the 
fund  is  not  paid  out  from  year  to  year,  the  trustee  must 
furnish,  the  names  of  the  certificate  holders  to  whom  the 
undistributed  income  is  credited.  The  shares,  in  that  case, 
must  be  registered  or  they  must  provide  for  ownership  cer- 
tificates to  accompany  dividend  coupons.  Below  is  the  form 
of  ownership  certificate,  as  used  by  American  Basic-Business 
Shares  Corporation  on  the  back  of  its  dividend  coupons: 
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(Form  of  Back  of  Coupon) 

Ownership  Certificate  for  purposes  of  U.  S.  Internal 

Revenue 

(Address  and  signature  must  be  legible) 

This  certifies  that  the  payment  represented  by  this  coupon  is  received 

by   the   bearer   for   the   account    of   the    undersigned,    who    resides    at 


(Street)  (City)  (State) 


Signature. 

A  different  situation  exists  when  the  entire  income  of  the 
contractual  trust  fund  is  paid  out  currently.  Thus,  Ameri- 
can Trustee  Share  Corporation  in  its  Diversified  Trustee 
Shares,  Series  B,  provides  that  dividends  payable  April  1 
and  October  1  shall  comprise  the  entire  income  collected 
during  the  6-months  period  ended  the  15th  of  the  month 
preceding.  The  trustee  has  merely  to  report  the  names  and 
addresses  of  the  payees  to  whom  dividend  checks  are  drawn 
on  presentation  of  dividend  coupons.  The  shares,  in  a  case 
of  this  kind,  need  not  be  registered  nor  provide  for  ownership 
certificates. 

An  opinion  from  the  Bureau  of  Internal  Revenue  at  Wash- 
ington is  definite  on  this  point: 

It  will  be  a  sufficient  compliance  with  the  requirements  of  the  Bureau 
with  respect  to  the  disclosure  of  the  distribution  of  income  of  the 
trust  on  Form  1041  if  the  trustee  reports  the  names  and  addresses  of 
the  persons  or  corporations  to  whom  payment  of  the  income  of  the 
trust  upon  the  surrender  of  the  dividend  coupons  is  made,  together 
with  a  disclosure  of  the  amounts  paid  to  each  distributee. 

STATE     INCOME    TAXES 

State  income  taxes,  where  they  exist,  are  paid  by  the 
statutory  trust  itself.  In  New  York,  statutory  trusts  are 
taxed  at  4i/i>  per  cent  under  Section  9a  of  the  state's  tax  law. 
The  rate  is  the  same  as  that  applicable  to  general  business 
corporations,  and  is  levied  not  only  upon  investment  trusts 
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which  are  incorporated  in  New  York  but  upon  those  which 
do  business  in  the  state.  The  tax  does  not  exempt  dividends 
on  stocks  of  American  corporations,  and  is  therefore  pecuH- 
arly  heavy  on  statutory  trusts  holding  such  stocks. 

To  escape  the  burden  of  the  New  York  tax,  a  substantial 
number  of  investment  trusts  which  would  normally  have 
their  main  offices  located  in  New  York  City  have  set  up 
their  establishments  in  Jersey  City  or  Newark,  New  Jersey. 

The  statutory  trust's  security  holders  likewise  are  required 
to  pay  incomes  taxes  in  New  York  and  some  other  states. 
The  statutory  trust  frequently  pays  the  State  income  taxes 
in  behalf  of  its  bondholders  and,  less  frequently,  in  behalf 
of  its  stockholders.  Although  the  investor  then  escapes  this 
levy,  the  tax  itself  is  not  avoided. 

For  the  contractual  trust,  the  situation  with  respect  to 
state  income  taxes  is  similar  to  that  for  Federal  taxes.  The 
tax  is  paid  directly  by  the  certificate  holders.  In  some  states, 
as  in  Massachusetts,  the  contractual  trust  may  itself  under- 
take to  pay  state  income  taxes  in  behalf  of  the  certificate 
holders.  For  example,  Bond  Investment  Trust  deducts  the 
Massachusetts  income  tax  before  making  distributions.  Un- 
less the  contractual  trust  assumes  the  local  state  tax,  a 
fiduciary  return  must  be  filed  by  the  trustee  similar  to  that 
required  by  the  Federal  government. 

INHERITANCE  TAX  STATUS  OF  STATUTORY 

TRUSTS 

Much  notoriety  has  attached  to  the  inheritance  tax  status 
of  investment  trust  securities.  The  Federal  estate  tax  (1  to 
20  per  cent  after  $100,000  exemption)  applies  equally  to 
statutory  trust  and  contractual  trust  securities.  With  respect 
to  state  inheritance  taxes,  the  situation  differs. 

If  an  investor  owned  an  assortment  of  securities  instead 
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of  owning  the  securities  issued  by  an  investment  trust,  his 
estate,  at  death,  might  have  to  pay  taxes  in  many  states  as 
well  as  suffer  burdensome  administration  costs  and  vexatious 
delays  in  settlement.  Presumably,  the  investment  trust 
eliminates  much  of  these  taxes,  costs,  and  delays. 

According  to  Prentice  Hall,  Inc.,  New  York,  nationally 
known  tax  experts: 

An  estate  may  be  subject  to  as  many  different  methods  of  figuring 
the  tax  as  there  are  States  involved.  As  has  been  shown,  this  can 
easily  run  up  to  23  States — even  more.  Take  the  case  of  intangible 
property  of  non-resident  decedents — 33  States  tax  stock  of  "domestic 
corporations"  (that  is,  corporations  organized  therein)  regardless  of  the 
State  in  which  the  stockholders  reside;  24  States  tax  unregistered  bonds 
of  domestic  corporations  when  such  bonds  are  physically  located  within 
the  State;  12,  when  physically  located  outside  the  State;  27  tax  reg- 
istered bonds  of  domestic  corporations  if  the  bond  itself  is  actually 
located  within  the  State;  17,  where  it  is  physically  located  outside  the 
State.  Twenty-six  States  tax  bonds  and  mortgages  secured  by  domestic 
real  estate  if  the  instruments  are  located  within  the  State  and  the 
obligation  is  payable  within  the  State;  17,  if  the  instruments  are  located 
outside  the  State. 

Almost  as  bad  are  the  administrative  cost  and  red  tape  in- 
volved in  settling  an  estate.  On  the  average,  six  or  more 
papers  have  to  be  filed  for  each  stock  included  in  an  estate, 
regardless  whether  a  tax  must  be  paid  or  not,  and  regardless 
whether  or  not  a  will  was  made.  The  requirements  differ 
as  among  the  various  states  and  transfer  agents,  but  in  each 
case  they  entail  numerous  fees,  expenses,  and  delays.  In 
general,  the  requirements  for  each  stock  include: 

( 1 )  Waiver  from  Federal  government  on  transfer  of  secu- 
rity, (2)  waiver  from  State  Tax  Commission,  (3)  assign- 
ment for  transfer  of  certificate  (usually  required  to  be 
guaranteed  by  a  bank  or  New  York  Stock  Exchange  house), 
(4)  certified  copy  of  court  order  authorizing  transfer  or  sale, 
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(5)  executor's  or  administrator's  affidavit  stating  that  state 
laws  have  been  comphed  with  and  legacies  and  claims  paid 
or  provided  for,  (6)  certificate  of  appointment  of  executor  or 
administrator,  (7)  Federal  and  state  tax  stamps;  also,  in 
some  cases,  (8)  one  or  two  copies  of  will  (one  copy  usually 
required  to  be  certified),  (9)  ancillary  letters  of  administra- 
tion and  affidavit  therefor,  (10)  certified  copy  of  petition 
for  probate  or  administration,  (11)  certified  copy  of  order 
admitting  will  to  probate,  (12)  certificate  showing  date  of 
death,  (13)  certified  copy  of  appraisal  of  estate,  (14)  affi- 
davit establishing  matrimonial  status  of  deceased,  etc. 

Securities  of  a  statutory  trust  are  taxable  at  death  only  by 
the  Federal  government,  the  state  in  which  the  holder  resides 
and  the  state  wherein  the  investment  trust  is  organized. 
(Under  certain  conditions,  some  states  impose  a  tax  on  stock 
of  foreign  corporations  doing  business  or  owning  property  or 
having  a  transfer  office  therein,  but  such  cases  are  compara- 
tively rare.)  Papers  have  to  be  filed  only  for  not  more  than 
three  jurisdictions.  For  inheritance  tax  purposes,  the  statu- 
tory trust  is  legally  in  the  position  of  a  holding  company. 

It  is  important  to  determine  whether  the  statutory  trust 
is  organized  or  doing  business  in  a  state  which  taxes  intang- 
ible property  of  nonresident  decedents.  If  the  investment 
trust  is  organized  in  Colorado,  Delaware,  Florida,  Maryland, 
Massachusetts,  New  Jersey,  Rhode  Island  or  some  others,  no 
tax  is  applied  to  nonresidents.  On  the  other  hand,  the 
majority  of  states  would  apply  a  tax  to  nonresident  deced- 
ents, if  the  statutory  trust  were  formed  under  their  laws. 
The  tax  to  the  investment  trust's  home  state  might  exceed 
the  total  amount  of  taxes  otherwise  saved. 

Hence  the  states,  already  named,  which  do  not  impose 
taxes  on  the  estates  of  nonresidents  are,  in  general,  preferred 
for  the  organization  of  statutory  trusts. 
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INHERITANCE  TAX  STATUS  OF  CONTRACTUAL 

TRUSTS 

The  inheritance  tax  situation  with  reference  to  contractual 
trusts  is  more  comphcated.  Many  contractual  trusts  take 
the  position  that  their  certificates  are  legally  exempt  from 
inheritance  taxes  of  states  other  than  the  state  of  legal 
residence  of  the  decedents.  The  crux  of  the  matter  is  the 
answer  to  this  question: 

"Do  the  contractual  trust  certificates  evidence  interests  in 
a  cash  fund  or  fractional  ownership  of  deposited  securities?" 

Contractual  trust  indentures  which  vest  ownership  of  the 
deposited  securities  in  the  trustee — that  is  to  say,  strict 
trusts — are  usually  open  to  the  interpretation  that  the  cer- 
tificates represent  interests  in  a  cash  fund. 

If  the  certificates  represent  an  interest  in  a  cash  fund, 
state  inheritance  taxes  would  have  to  be  paid  to  no  more 
than  the  state  of  residence  of  the  decedent  and  the  state 
wherein  the  cash  fund  is  located.  The  question  then  resolves 
itself  to  whether  the  state  wherein  the  cash  fund  is  located 
taxes  such  funds  in  an  estate  of  a  nonresident  decedent.  The 
laws  of  26  states,  on  a  recent  date,  provided  for  a  tax  under 
such  circumstances. 

Legislation  recently  pending  in  New  York  proposed  an 
amendment  to  the  inheritance  tax  law  exempting  from  tax, 
in  estates  of  nonresident  decedents,  "trust  certificates  or  cer- 
tificates of  interest  or  deposit  in  and  to  any  fund  established 
by  an  investment  trust  with  a  trustee  or  trustees  and  en- 
titling the  holder  to  participate  only  in  cash  funds."  The 
effect  would  be  to  clarify  the  situation  so  far  as  New  York 
is  concerned,  although  even  without  such  legislation  the 
certificates  of  a  strict  trust  apparently  remain  free  from  tax. 
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Discussing  the  inheritance  tax  status  of  contractual  trust 
certificates  where  the  form  of  organization  is  a  strict  trust, 
Leonard  M.  Wallstein,  attorney  for  United  States  Shares 
Corporation,  has  stated: 

In  this  connection  it  has  been  said  that  since  the  holder  of  a  trust 
certificate  has  an  interest,  however  small,  in  each  of  the  shares  of  stock 
included  in  the  underlying  unit,  the  transfer  of  the  trust  certificate 
from  the  estate  of  a  nonresident  decedent  involves  the  transfer  of  an 
interest  in  each  of  the  underlying  shares,  which  last  mentioned  transfer 
would  therefore  appear  to  be  subject  to  the  transfer  tax  of  the  State 
in  which  an  underlying  corporation  is  organized.  Such  a  position  is 
untenable. 

A  long  line  of  authorities  in  this  State  [New  York],  applying  statutory 
language  the  same  as  now  in  effect,  holds  that  the  nonresident  bene- 
ficiary of  a  trust  which  includes  shares  of  stock  of  a  New  York  cor- 
poration, has  no  interest  in  any  particular  shares,  but  merely  a  right  to 
distribution  upon  liquidation  of  the  trust,  so  that  upon  the  death  of  such 
nonresident  beneficiary  there  is  no  taxable  transfer  of  any  interest  in 
the  stock  of  a  New  York  corporation.  .  .  . 

The  question  has  been  asked  whether,  with  the  underlying  units  in- 
cluding as  they  do  the  stocks  of  numerous  corporations  organized  in 
many  different  States,  the  transfer  in  New  York  of  a  certificate  for 
trust  shares  does  not  involve  possible  liability  for  transfer  tax  in  the 
States  in  which  such  underlying  corporations  are  organized. 

The  answer  is  clearly  in  the  negative,  both  as  matter  of  law  and 
as  matter  of  practical  administration.  Obviously  no  State  other  than 
New  York  could  possibly  claim  a  transfer  tax,  as  to  a  nonresident 
decedent,  upon  the  transfer  of  the  certificate  for  trust  shares,  because 
that  transfer  is  made  in  New  York,  and  New  York,  as  we  have  seen, 
levies  no  tax  upon  the  transfer  of  such  certificate  for  trust  shares. 
Likewise,  as  we  have  seen,  under  the  New  York  Law  the  transfer  of  a 
certificate  for  trust  shares  involves  no  transfer  of  any  of  the  underlying 
stocks.  There  is  every  reason  to  believe  that  the  other  States  of  the 
Union,  which  have  modeled  their  transfer  tax  laws  upon  that  of  New 
York,  would  agree  with  the  view  of  the  New  York  courts  upon  this  point. 

A  few  contractual  trust  indentures  explicitly  vest  owner- 
ship in  the  certificate  holders,  and  the  interpretation  in  those 
cases  is  that  the  certificates  represent  fractional  ownership 
of  securities.    In  relation  to  these,  the  several  states  might 
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legally  tax  that  portion  of  the  investment  which  represents 
securities  of  corporations  under  their  jurisdiction,  the  posi- 
tion of  the  certificate  holder  being  the  same  as  if  he  owned 
outright  his  share  of  the  deposited  securities. 

Practice  differs  from  the  theory,  however.  When  the  con- 
tractual certificates  change  hands,  there  is  no  transfer  of  the 
deposited  securities,  these  being  held  all  the  time  in  the  name 
of  the  trustee.  The  only  record  of  any  kind  occurs  when 
registered  contractual  trust  certificates  are  transferred.  Be- 
yond that  possible  cue,  taxing  officials  of  states  other  than  the 
state  of  residence  of  the  decedent  would  have  no  indication 
that  property  had  changed  hands.  It  is  difficult  under  these 
circumstances  to  see  how  states  other  than  the  decedent's 
own  state  could  impose  or  collect  any  tax.  When  the  con- 
tractual trust  certificates  are  unregistered,  the  impracti- 
cability of  imposing  or  collecting  such  taxes  would  be  even 
greater. 

One  contractual  trust,  relying  on  this  contradiction  be- 
tween the  law  and  the  facts,  publishes  an  interesting  case 
showing  how  inheritance  taxes  may  be  saved  in  practice : 

A  resident  of  Michigan  dies  on  July  1,  1927,  leaving  his  estate  divided 
equally  between  his  widow  and  his  niece,  there  being  no  other  claimants. 
His  gross  estate  is  $420,000  and  total  debts  and  administration  expenses 
in  the  State  of  his  domicile  amount  to  $40,000.  The  net  estate  of 
),000  is  composed  of  the  following  property: 


The  Estate 

Real  estate  in  Michigan $  50 ,000 

A  copper  company  (Maine  corp.)  7%  preferred  stock 62,000 

A  western  railroad  (Iowa  corp.)  4%  bonds 48,000 

Another  railroad  (Mo.  corp.)  com.  stock 80,000 

A  steel  company  (Ohio  corp.)  com.  pf.  stock 77 ,000 

A  northwestern  railroad  (Wise,  corp.)  com.  stock 63,000 

Total  value  of  securities $330,000 
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Inheritance  and  Estate  taxes  paid  as  follows: 

Widow  Niece  Total 

Maine 265  1,114  1,379 

Iowa 66  1,081  1,147 

Missouri 160  1,547  1,707 

Wisconsin 595  1,277  1,872 

Ohio 416  1,795  2,211 

Michigan 2,908  15,738  18,646 

Total  State  Taxes $26,962 

Federal  Estate  Tax 1 ,540 

Grand  total  tax $28,502 

By  transferring  the  funds  so  invested  into  Diversified  Trustee  Shares, 
a  saving  of  over  29%  in  inheritance  taxes  could  be  effected: 

Total  State  Taxes  (to  Michigan  only) $18,646 

Federal  Estate  Tax 1 ,540 

Total  taxes  Now $20, 186 

Total  taxes  Previously $28 ,  502 

Tax  Saved $  8,316 

At  a  meeting  of  investment  trust  executives,  the  question 
was  asked: 

"Does  any  one  know  whether  a  holder  of  contractual  trust 
certificates  has  died?" 

Many  have,  but  no  case  of  the  kind  has  ever  come  before 
the  courts.  In  the  meantime,  there  is  a  growing  disposition 
among  states  to  avoid  taxing  intangible  property  of  non- 
residents; in  particular,  to  abrogate  such  taxation  where  the 
state  of  residence  of  the  decedent  has  adopted  a  provision 
for  similar  reciprocal  exemptions.  The  movement  deprives 
the  whole  problem  of  much  of  its  terror. 

MISCELLANEOUS     TAXES 

If  the  statutory  trust  holds  securities  originating  in  other 
countries,  it  may  have  to  pay  taxes  to  the  governments  of 
those  countries  in  addition  to  the  Federal  tax  payable  on 
the  same  securities.    The  statutory  trust  operating  on  an  in- 
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ternational  scale  is,  therefore,  open  to  double  taxation.  The 
same  applies  to  the  holders  of  shares  of  a  contractual  trust 
holding  foreign  securities.  The  total  of  the  foreign  taxes 
is  not  generally  an  important  item;  the  chief  objection  to 
them  is  the  annoyance  and  delay  in  settlement  which  they 
frequently  entail.  The  amount  of  foreign  taxes  may  be  de- 
ducted from  the  Federal  tax  in  the  same  proportion  as  the 
amount  of  foreign  income  bears  to  the  total  net  income. 
For  the  most  part,  this  eliminates  international  double 
taxation  in  practice. 

It  is  clear  that  the  Federal  stock  issue  tax  applies  to  stat- 
utory trusts,  whether  or  not  incorporated,  but  is  inapplicable 
to  contractual  trusts.  The  tax  amounts  to  5  cents  per  $100 
par  value  of  bonds  and  stocks,  no-par  shares  being  taxed  as 
though  the  par  value  were  $100. 

The  Federal  stock  transfer  tax  on  sales  of  capital  stock, 
amounting  to  2  cents  per  $100  par  value  or  2  cents  per  share 
of  no-par  value  stock,  is  applicable  to  the  shares  of  both 
statutory  and  contractual  trusts.  New  York  likewise  has  a 
stock  transfer  tax,  in  the  same  amount,  and  this  is  conceded 
to  apply  to  shares  of  both  statutory  and  contractual  trusts. 

Other  minor  taxes,  such  as  state  property  taxes,  present 
no  unusual  problem.  The  investment  trust,  whether  statu- 
tory or  contractual,  may  assume  payment  of  property  taxes 
in  lieu  of  its  security  holders.  Alexander  Fund,  for  instance, 
pays  the  Pennsylvania  four  mills  tax,  thereby  exempting 
its  participants  from  liability  therefor. 


Chapter  XV 
PROMOTION  POLICIES 

Launching  an  Investment  Trust. — Managerial  Organization. — Mar- 
keting Organization. — Merchandising  Program. — Advertising  and 
Goodwill. — Maintaining  a  Market. 

LAUNCHING     AN     INVESTMENT     TRUST 

Any  time  is  appropriate  for  starting  an  investment  trust. 
There  has  been  some  comment  to  the  effect  that  an  invest- 
ment trust  should  not  be  launched  during  a  period  of  high 
security  prices,  on  the  theory  that  it  would  have  to  pay  too 
much  for  the  securities  which  it  purchases.  That  view  does 
not  stand  up  under  scrutiny. 

In  the  first  place,  who  can  say  whether  the  security  mar- 
kets at  any  time  are  going  higher  or  lower?  Experts  with- 
hold judgment  on  this  point.  If  the  sponsors  of  a  proposed 
investment  trust  wait  too  long  on  the  side  lines,  they  may 
find  the  opportunity  for  substantial  profits  to  have  passed 
away.  For  the  discretionary  trust,  at  least,  there  are  always 
attractive  investments  to  be  found  by  combing  the  list  of 
available  securities. 

In  the  second  place,  a  high  level  of  security  prices  has  its 
distinct  advantages  for  the  young  investment  trust.  A  period 
of  high  prices  generally  would  make  it  easier  for  the  in- 
vestment trust  to  market  its  own  securities  or  to  obtain  capi- 
tal on  favorable  terms,  and  would  place  the  investment  trust 
in  a  position  subsequently  to  pick  up  investments  at  bargain 
prices,  should  a  reaction  occur  in  the  security  markets 
later  on. 

194 
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Most  of  the  successful  investment  trusts  have  started  in  a 
modest  way.  The  organizers  of  a  new  investment  trust  will 
be  wise  to  build  upon  a  small  foundation,  knowing  that,  if 
the  investment  trust  is  soundly  conceived  and  operated, 
growth  will  take  care  of  itself. 

Particularly  when  the  sponsors  are  inexperienced  in  the 
technique  of  investment  trusts,  this  poHcy  should  be  pur- 
sued. Mistakes  which  the  sponsors  will  inevitably  make 
during  the  early  years  can  be  rectified  with  comparative  ease 
before  the  investment  trust  attains  prominence,  whereas  the 
same  mistakes  might  be  fatal  to  the  more  pretentious  enter- 
prise. 

In  promoting  a  contractual  trust,  the  first  step  is  to  se- 
lect a  trust  company  which  will  handle  the  investment  fund 
and  to  arrive  at  terms  in  regard  to  the  trust  company's  com- 
pensation. That  preliminary  step  is  eliminated  in  the  typi- 
cal statutory  trust.  Attorneys,  skilled  in  the  investment  trust 
field,  should  be  engaged  to  draw  up  the  charter  and  by-laws 
and,  in  the  case  of  a  contractual  trust,  the  indenture  under 
which  it  is  proposed  to  issue  certificates.  An  error  in  any 
of  these  documents  might  seriously  hamper  the  investment 
trust  after  it  gets  under  way  or  invalidate  the  securities 
created  by  it. 

Decision  as  to  the  form  of  the  investment  trust  will  be 
largely  dependent  upon  the  proposed  composition  of  the 
investment  fund,  the  aptitude  or  preference  of  the  sponsors, 
and  the  class  of  investors  who  will  be  invited  to  put  in  their 
capital. 

Let  us  say  that  the  organizers  are  members  of  a  well- 
established  investment  banking  firm  closely  associated  with 
public  utility  finance,  and  they  wish  to  invite  investment 
trust  participation  by  their  own  clients.  The  investment 
trust  organized  by  them  will  probably  specialize  in  public 
utility  securities,  largely  bonds,  and  will  impose  little,  if  any, 
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restriction  on  management.  Because  the  investment  fund 
will  contain  a  substantial  proportion  of  interest  bearing  se- 
curities, which  assure  a  stable  income,  the  investment  trust 
can  afford  to  create  its  own  bonds  or  preferred  stock;  it  will, 
therefore,  be  a  statutory  trust. 

Suppose,  on  the  other  hand,  that  the  investment  trust  is 
organized  by  a  group  of  individuals  believing  that  common 
stocks  are  the  most  desirable  investment,  and  they  want 
to  sell  the  investment  trust's  securities  to  investors  through- 
out the  country.  They  will  probably  organize  a  common 
stock  trust  with  strict  limitations  on  management — very 
likely  a  fixed  trust.  The  investment  trust  will,  therefore, 
be  a  contractual  trust  of  the  unit  share  type,  since  this  en- 
ables investors  to  see  for  themselves  what  is  behind  their 
certificates. 

Many  statutory  trusts  are  born  full-fledged  as  to  their 
financial  structure.  Domestic  &  Foreign  Investors  Corpora- 
tion, incorporated  July  7,  1927,  issued  in  that  month  its  full 
quota  of  authorized  bonds,  preferred  stock  and  common 
stock: 

20-year  debenture  5J^%  bonds 

Authorized  and  issued $2,500,000 

$6  cumulative  preferred  stock  (no  par) 

Authorized  and  issued 5,000  sh. 

Common  stock  (no  par) 

Authorized  and  issued 75,000  sh. 

But  the  more  conservative  practice  is  the  issue,  to  begin 
with,  of  stock — with  possibly  a  very  limited  amount  of  bonds 
— and  the  issue  of  bonds  in  substantial  volume  only  when 
the  equities  have  been  built  up  and  earning  power  proved. 
An  illustration  of  this  policy  is  the  Overseas  Securities  Com- 
pany, Inc.,  formed  on  March  31,  1923,  as  the  successor  to 
Overseas  Securities  Corporation.  Up  to  1927  the  capitaliza- 
tion of  Overseas  Securities  consisted  only  of  common  stock — 
104,500  no  par  shares  out  of  a  total  authorized  issue  of 
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150,000  shares  being  outstanding  on  December  31,  1927. 
The  first  bond  issue  was  in  October,  1927,  when  the  corpora- 
tion sold  $1,500,000  twenty-year  5%  debentures.  In  March, 
1928,  an  additional  $3,500,000  of  twenty-year  debenture  5% 
bonds  was  sold. 

To  float  a  statutory  trust  even  of  small  proportions,  an 
initial  investment  of  at  least  $100,000  is  desirable.  Any 
amount  less  than  $100,000  would  hardly  permit  sufficient 
diversification  to  make  the  venture  worth  while. 

To  start  a  contractual  trust  only  a  nominal  initial  invest- 
ment is  needed  to  cover  costs  of  organization.  Funds  for 
investment,  in  a  contractual  trust,  are  furnished  by  sub- 
scribers after  the  organization  gets  under  way.  The  smaller 
initial  investment  required  is  frequently  a  motive  for  organi- 
zation under  the  contractual  form.  Financing  of  a  con- 
tractual trust,  as  has  been  shown,  is  a  continuous  affair. 

Having  decided  on  the  plan  of  operation  and  drawn  up  the 
necessary  documents,  the  sponsors  must  then  set  about  build- 
ing up  an  organization  to  handle  the  business  of  the  invest- 
ment trust.  In  general,  the  operations  wdll  fall  under  two 
heads:  management  of  the  investment  fund  and  marketing 
the  investment  trust's  securities. 

If  the  investment  trust  prefers  to  delegate  the  task  of 
managing  or  marketing  to  outsiders,  it  will  find  many  organi- 
zations willing  to  act  as  fiscal  agent  for  it  in  one  capacity 
or  both  capacities.  When  the  fund  is  trusteed,  as  in  the  con- 
tractual trust,  much  of  the  detail  of  management — such  as 
custodianship  and,  to  a  certain  extent,  bookkeeping — is  dele- 
gated to  the  trust  company. 

It  may  be  possible  for  the  investment  trust  to  secure  the 
services  of  an  underwriting  organization  to  take  off  its 
shoulders  the  burden  of  marketing.  However,  the  busi- 
ness of  management  and  marketing  must  be  performed  in 
any  case  and  paid  for. 


198  AMERICAN  INVESTMENT  TRUSTS 

MANAGERIAL     ORGANIZATION 

The  management  part  of  the  investment  trust's  operations 
comprises  six  functions,  described  below.  Whether  or  not  a 
separate  department  is  created  to  take  care  of  each  phase 
of  the  activities  is  not  an  essential  point.  The  large  invest- 
ment trust  will  probably  have  more  than  six  departments; 
the  small  investment  trust,  on  the  other  hand,  can  carry  on 
the  same  work  with  two  or  three  departments. 

MANAGEMENT  FUNCTIONS 

General  Managers: 
Supervising  the  investments. 

Economists: 

Studying  and  reporting  on  the  future  of  industries  and  countries. 

Security  analysts: 

Studying  and  reporting  on  individual  securities  and  companies. 

Buying  and  selling: 
Putting  into  effect  the  reconmiendations  of  the  economists  and  security 
analysts. 

Custodianship  and  Cashier: 

Handling  the  investment  fund,  collecting  interest  and  dividends  there- 
on, distribution  of  dividends  and  interest  to  holders  of  the  investment 
trust's  securities,  etc. 

Bookkeeping. 

Statistical  and  administrative  organizations  must  be  main- 
tained for  all  but  those  investment  trusts  which  contemplate 
the  exercise  of  little  or  no  management.  Where  investment 
supervision  is  provided  by  another  organization,  the  invest- 
ment trust  itself  need  not  undertake  to  build  more  than  a 
skeleton  organization.  International  Securities  Corporation 
of  America,  Second  International  Securities  Corporation,  and 
United  States  &  British  International  Company,  Ltd.,  turn 
practically  the  whole  work  of  statistical  analysis  over  to 
American  Founders  Trust. 

Many  investment  trusts  affiliated  with  banking  firms — 
such  as  American,  British  &  Continental  Corporation,  Gen- 
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eral  American  Investors  Company,  Inc.,  Old  Colony  Invest- 
ment Trust,  Shawmut  Bank  Investment  Trust,  and  Standard 
Investing  Corporation — rely  almost  wholly  upon  the  facili- 
ties of  the  houses  which  sponsor  them.  A  few  depend  mainly 
upon  statistical  services  such  as  Brookmire  Economic  Ser- 
vice and  Moody's  Investors  Service. 

Obviously,  the  most  elaborate  and  expensive  organizations 
must  be  maintained  for  investment  trusts  operating  on  an 
international  scale.  American  Founders  Trust  has  its  own 
building,  a  foreign  branch  office,  and  a  corps  of  economists 
in  addition  to  its  analytical  division. 

"In  their  particular  fields,"  so  it  is  stated,  the  analysts 
"follow  general  trends  of  security  prices  and  analyze  spe- 
cific securities,  so  that  they  can  assist  the  Investment  Com- 
mittee in  determining  what  to  buy  or  sell.  They  have  had 
wide  experience  with  foreign  securities  and  a  number  of 
them  are  natives  of  the  countries  whose  securities  they 
examine." 

For  the  investment  trust  which  operates  truly  in  an  inter- 
national way,  the  managerial  staff  will  be  relatively  large. 
American  Founders  Trust  has  a  staff  of  over  200  persons  of 
whom  more  than  70  are  engaged  in  the  research  and  invest- 
ment departments.  But  First  Federal  Foreign  Investment 
Trust  as  of  the  end  of  1927  had  only  11  employees,  excluding 
those  of  subsidiary  companies. 

The  international  investment  trust  will  probably  main- 
tain relations  simultaneously  with  a  score  or  more  of  foreign 
correspondents  acting  as  agents.  A  few  organizations  corre- 
late their  activities  with  foreign  investment  trusts.  United 
States  &  British  International  Company,  Ltd.,  believing  that 
"direct  investment  by  an  American  corporation  in  the  con- 
trol of  a  typical  British  trust  will  provide  a  workable  method 
of  creating  the  desired  liaison,"  purchased  £500,000  capital 
stock  of  the  Trans-Oceanic  Trust,  Ltd. 
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All  in  all,  the  cost  of  the  activities  of  the  truly  interna- 
tional investment  trust  may  be  expected  to  be  well  over 
$100,000  a  year.  The  larger  the  investment  trust,  the 
smaller  in  proportion  will  be  the  expense.  For  the  larger 
investment  trust,  the  total  expense  will  probably  run  not 
far  from  1  per  cent  annually  on  the  investment  fund. 

The  investment  trust  which  specializes  in  one  type  or 
class  of  security  or  which  buys  only  within  the  United 
States  can  be  operated  with  a  handful  of  persons.  Many 
such  investment  trusts  have  only  two  or  three  employees. 
An  expense  around  I/2  of  1  per  cent  on  the  investment  fund 
annually,  with  $20,000  as  a  minimum,  would  appear  rea- 
sonable. On  the  other  hand.  Investment  Research  Corpora- 
tion, which  acts  for  American  Capital  Corporation,  Invest- 
ment Company  of  America,  and  Pacific  Investing  Corpora- 
tion and  which  specializes  in  American  securities,  had  on  a 
recent  date  a  staff  of  29  in  its  research  and  investment 
divisions. 

Where  there  is  little  or  no  exercise  of  continuity  of  man- 
agement, the  administrative  expenses  are  cut  to  the  bone. 
In  the  fixed  trust,  after  original  selection  of  the  securities 
comprising  a  unit,  management  resolves  itself  merely  into 
custodianship. 

MARKETING     ORGANIZATION 

The  marketing  phase  of  the  investment  trust's  activities 
includes  seven  distinct  functions.  The  work  can  probably 
be  accomplished  by  three  or  four  departments,  and  to  a  cer- 
tain extent  the  individuals  on  the  managing  end  will  do 
work  which  comes  strictly  under  the  head  of  marketing  ac- 
tivities. Thus  the  general  managers  and  bookkeepers  will 
probably  be  the  same  for  both  phases  of  the  business. 
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MARKETING  FUNCTIONS 

General  Managers: 

Supervising  the  marketing  activities  of  the  investment  trust. 
Retailing: 

For  local  clients  and  sales  by  correspondence. 
Wholesaling: 

For  sales  through  dealers. 
Investor  relations: 

Advertising  and  publicity. 
Dealer  relations: 

Assisting  dealers  in  merchandising  and  keeping  contact  with  dealers. 
Trading : 

Maintaining  a  market  for  the  investment  trust's  securities. 
Bookkeeping. 

The  investment  trust,  to  begin  with,  must  decide  on  the 
channels  of  distribution  for  its  securities.  Shall  it  sell  them 
to  investors  at  retail  or  shall  it  wholesale  them  through 
the  established  mediums  for  the  distribution  of  securities? 
Nearly  all  of  the  investment  trusts  in  this  country  have  defi- 
nitely chosen  to  wholesale  their  securities,  while  retaining 
for  themselves  the  restricted  field  of  retail  activity  which  is 
in  the  neighborhood  of  the  home  office.  That  course  repre- 
sents the  line  of  least  resistance  and  is  probably  the  wisest 
in  the  long  run. 

Experience  indicates  that  the  average  investment  trust 
can  place  a  larger  volume  of  its  securities  with  investors  by 
distributing  them  wholesale  through  regularly  constituted 
security  dealers. 

The  success  which  large  investment  trusts  have  found  in 
wholesaling  their  securities  is  indicated  by  the  fact  that  is- 
sues of  such  concerns  as  American  Trustee  Share  Corpora- 
tion, Insuranshares  Corporation,  United  States  Shares  Cor- 
poration, and  others  are  handled  by  hundreds  of  security 
dealers  throughout  the  United  States.  American  Trustee 
Share  Corporation  on  a  recent  date  had  a  corps  of  ten  persons 
all  engaged  in  wholesaling  or  activities  incidental  thereto. 
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A  smaller  marketing  organization  sufl&ces  for  the  majority 
of  investment  trusts.  The  enterprises  affiliated  with  American 
Founders  Trust  are  representative  of  investment  trusts  which 
shift  to  investment  banking  houses  the  entire  job  of  whole- 
saling— Harris,  Forbes  &  Company  and  Tucker,  Anthony  & 
Company  being  the  appointed  underwriters  for  this  group. 

There  are  disadvantages  to  wholesaling — principally,  the 
cost.  Security  dealers  generally  are  not  willing  to  work  for 
a  commission  much  under  3  per  cent  for  investment  trust  se- 
curities. Wholesaling,  while  productive,  is  expensive,  es- 
pecially for  investment  trusts  adopting  the  policy  of  con- 
tinuous issue. 

Apart  from  selling  commissions,  the  cost  of  wholesaling, 
for  any  but  investment  trusts  with  a  large  volume  of  dis- 
tribution, is  apt  to  run  into  high  figures.  For  the  investment 
trust  with  a  substantial  volume  of  sales,  the  minimum  sell- 
ing expenses,  apart  from  commissions,  would  probably  run 
about  2  per  cent: 

Per  cent  of  sales 

Traveling 0.4% 

Cashier  and  bookkeeping  expense 0.2% 

Telegraph,  telephone,  postage,  and  stationery 0 . 2% 

Literature 0.2% 

Advertising 0 . 2% 

Legal  expense  and  fees,  including  cost  of  "Blue  Skying"  0.2% 

General  overhead 0.6% 

2.0% 

The  investment  trust  in  wholesaling  its  securities  excludes 
itself  from  retailing,  except  in  limited  degree,  for  the  dealer 
in  securities,  like  the  dealer  in  merchandise,  wants  to  be  pro- 
tected in  his  own  territory.  Again,  the  investment  trust 
which  wholesales  faces  directly  the  competition  of  day-to-day 
bond  offerings  emanating  from  Wall  Street  or  local  houses 
of  issue.  Farsighted  investment  trust  executives  recognize 
that  these  bond  offerings  are  the  bread  and  butter  of  the 
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investment  banking  business,  and  they  adopt  a  constructive 
view  with  respect  to  the  competition  therefrom.  As  one  in- 
vestment trust  has  put  it: 

We  know  that  our  dealers  depend  for  their  living  on  the  bond 
business,  and  we  sincerely  want  them  to  sell  bonds  to  the  full  extent 
of  their  abilities.  We  go  one  step  further — we  actually  help  them  to 
sell  bonds  because,  through  the  medium  of  the  investment  trust  cer- 
tificate, we  bring  to  their  doors  the  intelligent  buyers.  When  the  dealer 
sells  our  certificates  he  makes  the  client,  perhaps  for  the  first  time  in 
his  life,  think  of  an  investment  program,  and  thus  the  dealer  may  secure 
the  client  to  himself  for  all  time.  Behind  all  our  sales  promotion,  that 
will  be  the  dominating  idea. 

MERCHANDISING    PROGRAM 

The  investment  trust  which  aspires  to  steady  distribution 
must  actively  merchandise  its  securities.  Most  investment 
trusts  make  their  appeal  to  individuals  of  every  description, 
in  addition  to  the  regularly  constituted  bond  buyers.  Hence 
they  must  dress  up  their  advertising  to  interest  an  altogether 
new  class  of  buyers.  Again,  the  investment  trust  has  only 
its  own  securities  to  sell,  and  it  can  concentrate  its  efforts 
year  in  and  year  out  on  those  securities.  Herein  enters  the 
problem  of  continuous  merchandising,  such  as  confro7its 
the  soap  manufacturer. 

Those  investment  trusts  which  issue  their  securities  con- 
tinuously literally  require  to  build  up  a  permanent  advertis- 
ing and  merchandising  system.  That  the  stage  is  set  for 
extensive  investment  trust  advertising  and  merchandising 
there  can  be  no  doubt,  since  keen  competition  has  already  de- 
veloped among  the  various  investment  trusts. 

The  investment  trust's  merchandising  problem  begins  with 
educating  the  dealer,  the  dealer's  salesmen,  and,  in  turn,  the 
salesmen's  clients.  The  success  of  its  endeavors  as  a  whole  is 
bound  up  with  its  success  in  each  of  these  directions. 

Because  the  investment  trust  is  comparatively  new,  it  must 
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guide  the  dealer  and  his  salesmen  in  the  art  of  selling  invest- 
ment trust  securities.  It  should  constitute  itself  as  a  labora- 
tory for  sales  experiments  and  pass  on  to  its  dealers  and  their 
salesmen  the  findings  of  its  research. 

Where  extensive  merchandising  is  carried  on,  there  is 
usually  devised  a  thorough-going  sales  kit,  including  separate 
pieces  of  literature  for  the  dealer  and  his  salesmen  and  for 
investors.  As  developed  by  some  of  the  more  successful  in- 
vestment trusts,  the  sales  kit  includes  these  items: 

For  the  dealer  and  his  salesmen — 

Textbook  on  investment  trusts,  with  particular  reference 
to  the  investment  trust  concerned. 

Mail  order  campaign,  with  form  letters  for  answering  speci- 
fic inquiries  of  investors. 

Advertising  campaign  to  be  used  by  the  dealer  in  local 
newspapers,  combined  with  news  items  to  be  given  to  local 
financial  editors. 

Miscellaneous  advertising  material  such  as  folders  and 
placards  for  show  window  or  wall  display. 

Sales  organ,  issued  periodically,  to  discuss  mutual  merchan- 
dising problems  and  methods. 
For  the  investor — 

Formal  circulars  descriptive  of  the  investment  trust's  se- 
curities. 

Informal  pamphlets  containing  general  discussion  and  de- 
tailed description  of  the  investment  trust's  securities. 

Specimen  investment  trust  certificates. 

Periodical  containing  news  of  interest  to  the  purchaser  and 
prospective  purchaser  of  the  investment  trust's  securities. 

Literature,  for  mailing  out  by  a  dealer  to  his  clients,  is  gen- 
erally furnished  with  the  dealer's  own  imprint  at  cost.  The 
investment  trust  itself  frequently  agrees  to  foot  the  bill  for 
a  portion  of  the  dealer's  advertising. 
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Most  important  is  the  personal  contact  maintained  with 
dealers  and  their  salesmen.  Wholesalers  for  investment 
trusts  find  it  necessary  frequently  to  make  the  rounds  of 
dealers,  provide  suggestions  as  to  the  use  of  the  material  fur- 
nished, give  talks  to  the  dealer's  salesmen,  work  with  the 
salesmen  in  interviewing  clients,  etc. 

The  personal  contact  needs  to  be  supplemented  by  corre- 
spondence with  individual  dealers.  One  investment  trust 
states  that  it  keeps  a  record  book,  in  which  is  contained  the 
monthly  sales  figure  for  each  dealer.  Increased  sales  on  the 
dealer's  part  bring  forth  a  personal  letter  of  appreciation; 
conversely,  a  falling  off  in  sales  brings  a  courteous  note  ask- 
ing whether  there  is  not  some  way  in  which  the  investment 
trust  can  be  helpful  to  the  dealer  in  increasing  his  sales. 
This  investment  trust  also  keeps  a  scrapbook,  in  which  are 
entered  original  advertisements  and  other  material  prepared 
by  the  dealers  themselves. 

ADVERTISING     AND     GOODWILL 

The  entire  merchandising  program  is  frequently  rounded 
out  with  advertising  by  the  investment  trust  on  its  own  ac- 
count. For  financial  advertising,  the  degree  of  human  in- 
terest which  can  be  worked  up  in  the  investment  trust's 
display  is  surprising.  Culling  the  headlines  of  a  few  recent 
investment  trust  advertisements  in  magazines  of  general  cir- 
culation, there  are  found  such  suggestions  as  these: 

"It's  always  Fair  Weather. — Fair  weather  for  the  investor  comes 
from  diversification,"  etc.  (Illustrated  by  photograph  of  a  ship  cap- 
tain looking  at  his  barometer.) 

"Plowing  Back  $372,000,000.— As  the  plowman  turns  back  into  the 
ground  the  vegetation  on  the  surface,  thus  enriching  the  soil,  so  our 
great  corporations  each  year  turn  back  into  the  treasury  a  substantial 
surplus  remaining  after  dividend  payments.  This  modern  plowing  back 
enriches  the  stockholders,"  etc.    (Illustrated  by  photograph  of  plowman.) 
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"The  Nation's  Industries  Are  Your  Security. — Free  from  care  is  the 
owner  of  these  Shares,  for  the  nation's  wealth  is  his  security,"  etc. 
(Illustrated  by  facsimile  of  certificate  with  miniature  of  factories,  loco- 
motives, etc.,  resting  thereon.) 

Insuranshares  Corporation  has  established  a  landmark  in 
financial  advertising  through  a  series  of  crisp,  short  talks 
published  in  the  newspapers.  These  advertisements,  like 
those  of  the  Childs  Company  and  some  other  commercial 
institutions,  speak  with  a  "still,  small  voice"  which  ultimately 
compels  attention.  The  radio  has  been  used  by  one  invest- 
ment trust  for  an  hour  of  weekly  entertainment  combined 
with  short  talks  to  investors.  Several  investment  trusts  have 
developed  the  instalment  plan  in  their  sales. 

Merchandising  activity  carried  on  by  the  investment  trust 
probably  cannot  be  made  self-supporting,  but  it  furnishes 
a  background  which  is  useful  in  approaching  dealers  and 
salesmen  and  which,  in  turn,  helps  them  in  approaching 
their  clients.  Inquiries  received  by  the  investment  trust 
through  its  own  advertising,  for  instance,  may  be  turned 
over  to  local  dealers  to  be  followed  up.  Such  gestures  are 
constructive,  to  say  the  least. 

As  a  further  step  to  tie  in  dealers  with  the  national  pic- 
ture, some  investment  trusts  have  worked  out  a  plan  of  giving 
leading  distributors  a  franchise  to  handle  their  shares  ex- 
clusively in  a  certain  territory,  in  return  for  an  added  com- 
mission. The  franchised  dealer  then  becomes  a  wholesaler 
on  his  own  account  and  is  responsible  for  getting  other  dealers 
in  his  locality  to  handle  the  investment  trust's  securities. 
A  few  investment  trusts  have  instituted  the  policy  of  putting 
distributors  on  the  board  of  directors,  giving  them  stock  in 
the  investment  trust  or  arranging  a  system  of  profit  sharing. 

A  good  example  of  systems  for  profit  sharing  as  between 
an  investment  trust  and  its  dealers  is  that  of  the  Sterling 
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Securities  Corporation,  of  which  Insuranshares  Corporation 
is  the  fiscal  agent.  For  each  $1,000  worth  of  preference  or 
first  preferred  stock  of  Sterling  Securities  Corporation  sold  to 
the  public,  the  dealer  receives  the  right  to  purchase  one  share 
of  the  company's  Class  B  common  stock,  the  purchase  price 
being  the  same  as  that  paid  by  the  founders,  namely,  50  cents 
per  share. 

The  attempt  thus  to  create  a  permanent  interest  on  the 
part  of  dealers  has  not  generally  produced  satisfactory  re- 
sults. The  security  dealer,  like  the  retail  merchant,  is  an 
independent  creature,  and  is  apt  to  fall  down  on  his  job  or 
switch  to  some  other  investment  trust  in  spite  of  special 
concessions  which  may  be  offered  to  him. 

The  detail  of  handling  transactions  presents  some  problems 
of  its  own.  Investment  trusts  which  sell  their  securities 
intermittently — or  the  fiscal  agents  of  such  investment  trusts 
— follow  the  established  practice  of  requiring  commitments, 
both  as  to  price  and  as  to  quantity  of  securities  purchased,  on 
the  part  of  retail  dealers.  Only  in  a  so-called  secondary 
market,  when  the  selling  group  agreements  have  expired  or 
when  part  of  an  issue  remains  unsold,  are  the  securities  sold 
to  dealers  on  a  non-commitment  basis.  Investment  trusts 
which  resort  to  continuous  sale  of  their  securities  cannot,  of 
course,  require  dealer  commitments  as  to  price,  for  the  reason 
that  the  price  varies  from  day  to  day  or  week  to  week,  al- 
though they  can  and  sometimes  do  require  dealer  commit- 
ments as  to  the  amount  of  their  securities  which  will  be 
handled  over  a  given  period  of  time.  They  must,  of  course, 
keep  dealers  informed  as  to  the  current  price  by  telegraph 
or  mail. 

The  most  desirable  method  in  such  cases  is  to  have  deal- 
ers place  orders  for  buying  and  selling  "at  the  market,"  so  as 
to  avoid  misunderstanding  caused  by  price  changes.  Orders 
aggregating  $1,000  or  more  at  a  time  and  confirmations  of 
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such  orders  are  telegraphed;  smaller  transactions  may  be 
handled  by  mail.  To  avoid  burdensome  collection  charges, 
the  investment  trust  should  require  payment  to  be  made  in 
New  York  funds  or,  if  its  office  is  in  some  other  city,  in  funds 
of  that  city. 

MAINTAINING     A     MARKET 

The  investment  trust — or  the  fiscal  agent  thereof — if  it 
seeks  to  cultivate  a  demand  for  the  investment  trust  securi- 
ties, must  give  some  thought  to  supporting  the  market  for 
those  securities,  at  least  in  the  early  stages.  To  induce  the 
investor  or  the  security  dealer  to  buy  its  issues,  the  invest- 
ment trust  will  say  in  effect: 

"We  agree  to  repurchase  these  securities  from  you,  should 
you  wish  to  sell  them,  at  a  price  a  little  below  that  at  which 
we  offer  them  to  you." 

Maintaining  a  market  for  investment  trust  securities  in 
this  way  may  constitute  an  additional  item  of  expense,  be- 
cause the  cost  of  reselling  the  securities  is  in  general  greater 
than  the  margin  between  the  price  at  which  securities  are 
offered  and  the  price  at  which  they  are  repurchased. 

The  degree  to  which  the  market  for  investment  trust  se- 
curities is  artificially  supported  sometimes  appears  from  quo- 
tations in  the  daily  press.  This  is  particularly  true  when 
there  is  a  narrow  spread  between  the  "bid"  price  (that  at 
which  the  investor  may  dispose  of  his  securities)  and  the 
"asked"  price  (that  at  which  the  investor  may  purchase  se- 
curities). Ordinarily,  when  the  spread  between  the  bid  and 
asked  prices  is  wide,  it  is  a  safe  inference  that  there  is  no 
artificial  support  for  the  market.  In  cases  where  there  is 
only  a  bid  price,  there  is  presumably  an  inactive  market. 

Recent  published  quotations  illustrate  the  workings  of 
the  investment  trust  markei: 
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Bid 

Aldred  Inv.  Tr.  deb.  4Hs  1967 110        113        3.00 

Am.  Basic-Bus.  Sh.  Corp.  Fixed  Trust  Shares 18^^ 

Am.  Brit.  &  Cont.  conv.  deb.  4i^s  1953 96 

Am.  Brit.  &  Cont.  67o  pfd 95 

Am.  Brit.  &  Cont.  com 27 

Am.  Trustee  Share  Corp. 

Diversified  Tr.  Shares 21 J^ 

Diversified  Tr.  Sh.  sr.  B 18>^ 

Bankstocks  Corp.  of  Md.  pfd 58 

Bankstocks  Corp.  of  Md.  CI.  A 12 

Bankstocks  Corp.  of  Md.  CI.  B 12 

Federated  Capital  Corp.  pfd 23 

Federated  Capital  Corp.  com 323^ 

Fin.  Inv.  Co.  of  N.  Y.  5s  1930 98% 

Fin.  Inv.  Co.  of  N.  Y.  5s  1940 94 

Fin.  Inv.  Co.  of  N.  Y.  5s  1932 973^ 

Fin.  Inv.  Co.  of  N.  Y.  com 24^ 

First  Fed.  For.  Inv.  Tr.  com 104 

Guardian  Inv.  Tr.  pfd 26 

Guardian  Inv.  Tr.  com 16 

Incorp.  Investors  com 134J^ 

Insuranshares  Corp. 

Insur.jTr.  Cert.  Ser.  A-27 25 

Insur.  Tr.  Cert.  Ser.  C-27 25 

Insur.  Tr.  Cert.  Ser.  F-27 27 

Insur.  Tr.  Cert.  Ser.  H-27 26^ 

Insur.  Tr.  Cert.  Ser.  B-28 21^ 

Int.  Sec.  Corp.  of  Am.  6M%  pfd 98 

Int.  Sec.  Corp.  of  Am.  6%  pfd U}/^ 

Int.  Sec.  Corp.  of  Am.  CI.  A 68 

Int.  Sec.  Corp.  of  Am.  CI.  B 34% 

Inv.  Co.  of  Amer.  CI.  A 137H 

Inv.  Co.  of  .\mer.  CI.  B 132^ 

Inv.  Tr.  of  N.  Y lOJ^ 

Inv.  Tr.  Shares  Ser.  A 16}/^ 

Inv.  Tr.  Shares  Ser.  B 15% 

Inv.  Equity  Co.  pfd 117 

Inv.  Equity  Co.  com 25 

Inv.  Trustee  Fund    15^^      16J^     1.50      8.9 

Mutual  Inv.  Co 10%       11%     1.00       8.9 

Pac.  Inv.  Corp.  5s  1961 99  99%    0.75      0.8 

SecondFin.Inv.Co.com 23}^      25^    2.00      7.8 

Second  Int.  Sec.  Corp.  6%  pfd 46  48        2.00      4.2 

SecondInt.Sec.Corp.com 50  53        3.00      5.7 

Shawmut  Bank  Inv.  Tr.  4Hs  1942 92}4      94        1.50       1.6 

Shawmut  Bank  Inv.  Tr.  5s  1952 96^      98        1 .50       1.5 

Shawmut  Bank  Inv.  Tr.  com 37  39        2.00      5  1 
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3.00 
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36% 
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10^ 

0.50 

4.7 

165^ 

0.50 
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15% 

0.50 

3.2 
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StandardInv.Corp.com 30  34        4.00     11.8 

U.  S.  El.  Lt.  &  Pwr.  Sh 34^  35^     100      2.8 

U.  S.  Shares  Corp. 

Bank  St.  Tr.  Sh.  Ser.  C-1 24%     

Bank  St.  Tr.  Sh.  Ser.  C-2 26         

Bank  St.  Tr.  Sh.  Ser.  C-3 213/g  22^^     1.00       4.5 

Bond  Tr.  Shares  Ser.  B 44  45         1 .00       2.2 

Canadian  Bk.  St.  Tr.  Sh.  Ser.  D 19^^     

Common  St.  Tr.  Sh.  Ser.  A 13         

Common  St.  Tr.  Sh.  Ser.  A-1 12^  12%    0.63      4.9 

This  problem  of  maintaining  a  market  for  the  investment 
trust  securities  is  more  formidable  than  appears  on  the  sur- 
face. A  fact  which  complicates  the  situation  is  the  propor- 
tionately small  but  well  defined  stream  of  investment  trust 
securities  which  regularly  come  back  on  the  market  after  the 
original  sale  of  these  securities  to  investors.  Each  month,  let 
us  say,  three  per  cent  or  more  of  an  outstanding  issue  is 
"dumped"  on  the  market  by  investors;  that  is  not  an  ab- 
normal expectancy.  A  statutory  trust  or  the  fiscal  agents 
thereof,  in  making  a  market  for  the  investment  trust's  securi- 
ties, may  be  fairly  well  able  to  resell  each  month,  possibly 
with  some  concession  in  price,  that  three  per  cent  which  is 
purchased  from  investors.  Suppose,  however,  that  a  con- 
tractual trust  is  selling  its  certificates  at  a  regular  rate  of 
$600,000  per  month.  By  the  time  that  the  volume  of  its  out- 
standing certificates  has  grown  to  $20,000,000,  it  is  repur- 
chasing each  month  $600,000,  or  a  volume  which  just  offsets 
its  sales.  Unless  the  contractual  trust  can  simultaneously 
expand  its  sales,  it  has  reached  its  limit,  and  further  dealings 
in  its  certificates  will  become  purely  a  trading  proposition. 
Accidental  circumstances  may  for  a  time  increase  the  volume 
of  repurchases  so  that  the  problem  becomes  acute  earlier  than 
would  otherwise  be  the  case. 

The  value  of  securities  issued  by  statutory  trusts,  as  has 
already  been  shown,  has  no  constant  relationship  to  the  worth 
of  the  investment  fund.    Because  of  this  fact,  it  is  perfectly 
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possible  that  the  market  for  the  statutory  trust's  stock  may 
get  out  of  control.  Wide  and  sudden  fluctuations  in  the  price 
of  some  leading  statutory  trust  securities  have,  on  occasion, 
taken  place.  Gyrations  on  the  part  of  an  investment  trust's 
stock  are  no  reflection  upon  the  management,  but  they  are 
undesirable,  as  possibly  raising  doubts  among  uninformed 
investors  regarding  the  stability  of  the  enterprise. 

A  few  statutory  trusts  have  undertaken  to  guarantee  a 
market  for  their  shares.  New  Bedford  Investors  Trust 
agrees: 

In  the  event  a  shareholder  is  unable  to  dispose  of  his  shares  at  a 
fair  price  in  the  open  market  he  may  then  notify  the  Trustees,  and 
within  seven  days  thereafter  the  Trustees  shall  purchase  the  shares  at 
the  book  value  plus  accrued  dividends  to  the  date  of  such  purchase  less 
$2.00  per  share. 

The  problem  of  stabilizing  the  market  for  the  shares  of 
contractual  trusts  is  solved,  in  some  degree,  by  the  redemption 
or  conversion  value  of  the  shares.  So  long  as  the  certificates 
of  a  contractual  trust  are  currently  being  issued,  their  mar- 
ket value  cannot  advance  beyond  the  offering  price,  which 
is  arrived  at  by  adding  a  stated  differential  to  the  market 
worth  of  the  deposited  securities  or  cash. 

Nor  is  it  to  be  expected  that  the  market  value  of  contrac- 
tual trust  shares  could  fall  much  below  their  redemption  or 
conversion  value.  In  the  event  that  the  shares  were  to  fall 
substantially  below  this  figure,  there  would  probably  be 
found  brokers  ready  to  bid  for  them,  since  then  it  would  be 
profitable  for  the  brokers  to  exercise  the  redemption  or  con- 
version privilege  on  shares  accumulated  by  them.  Hence  a 
natural  and  fairly  stabilized  market  for  contractual  trust 
shares — at  least  where  there  is  a  sizable  volume  of  certificates 
outstanding — is  fixed  at  the  approximate  worth  of  the  invest- 
ment fund. 


Chapter  XVI 
HOW  TO  INVEST  IN  AN  INVESTMENT  TRUST 

Analytical  Tests. — A  Common  Denominator  for  Investment  Trust 
Charges. — Valuation  oj  Common  Stock  and  Certificates. — Institu- 
tional Investors. 

ANALYTICAL     TESTS 

"When  doctors  disagree,  what  is  the  layman  to  do?  The 
investment  trust  has  been  offered  to  the  layman  as  a  substi- 
tute for  his  own  frail  judgments  in  choosing  his  invest- 
ments, yet  he  is  confronted  with  so  many  jarring  sects  in  the 
investment  trust  field  that  he  is  called  upon  to  use  even  more 
judgment  in  choosing  a  substitute  for  his  judgment  than  in 
choosing  his  own  investments  himself;  he  is  confronted  with 
as  great  a  multiplicity  of  offerings  in  the  form  of  investment 
trust  shares  and  bonds  as  he  is  in  respect  to  general  corporate 
securities." 

So  wrote  one  investment  trust  diagnostician  not  long  ago 
in  The  Annalist.  Yet  the  magnitude  of  the  investor's  prob- 
lem is  probably  not  so  great  as  at  first  would  appear.  Cer- 
tain cardinal  principles  may  be  laid  down  for  the  guidance  of 
purchasers  of  investment  trust  securities. 

These  fundamental  tests  should  be  applied  by  the  investor 
before  putting  his  money  into  an  investment  trust. 

Has  the  management  demonstrated  its  competence?  In 
the  case  of  a  fixed  trust,  is  the  initial  selection  of  securities 
sound? 

What  is  the  standing  of  the  officers  and  directors? 
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Does  the  investment  fund  represent  sufficient  industrial 
and  geographical  diversification? 

Is  the  legality  of  the  investment  trust's  securities  vouched 
for  by  reliable  attorneys? 

The  careful  investor,  in  passing  upon  an  investment  trust 
security,  will  require  in  addition  the  following  information — 
unless  he  wishes  implicitly  to  trust  the  sponsors  of  the  in- 
vestment trust  whose  securities  he  contemplates  purchasing. 
Any  banker  will  be  able  to  assist  the  layman  in  the  interpre- 
tation of  this  information. 

Balance  sheet  and  income  statement;  for  a  unit  share  trust, 
composition  of  a  U7iit. 

List  of  portfolio  holdings  or  analysis  of  portfolio  holdings 
with  respect  to  industrial  and  geographical  diversification, 
number  of  securities  or  maximum  investment  in  one  security, 
marketability,  etc. 

Terms  with  respect  to  shares  or  options  on  shares  held  by 
the  sponsors. 

Charge  for  raising  capital  and  redemption  fee,  if  any. 

Management  fee  and  trustee's  compensation,  if  any. 

Mention  is  not  made  here  concerning  restrictions  on  the 
issue  of  additional  capital  or  on  management  of  the  port- 
folio. These  factors  are,  indeed,  secondary,  for  the  reason 
that  protection  against  unsound  policies  must  depend,  in  the 
last  analysis,  upon  the  integrity  and  good  faith  of  the  direc-^ 
tors.  No  restrictive  clauses  on  paper  will  prevent  the  direc- 
tors from  getting  around  a  written  prohibition,  if  they  are 
so  minded;  the  insertion  of  the  prohibitive  clause  may,  in 
fact,  be  used  to  mislead  the  public.  Conversely,  where  the 
directors  are  honest  and  capable,  a  written  restriction  may 
be  regarded  as  superfluous. 

If  the  investor  wants  a  bond  or  preferred  stock,  he  has  a 
wide  range  of  statutory  trusts  from  which  to  make  his  selec- 
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tion.  Certain  additional  tests  should  be  satisfactorily  met, 
however. 

Analysis  should  show  the  value  of  assets  behind  the  bonds 
to  be  approximately  twice  the  par  value  of  the  bonds,  and 
earnings,  on  the  basis  solely  of  dividends  and  interests  re- 
ceived, something  over  twice  the  interest  requirements  on 
the  investment  trust's  bonds.  If  a  preferred  stock  is  being 
considered,  the  assets  should  have  a  value  at  least  25  per 
cent  greater  than  the  total  amount  of  bonds  and  preferred 
stock  outstanding.  Earnings,  solely  on  the  basis  of  dividends 
and  interest  received,  should  be  at  least  one-third  greater 
than  the  total  interest  and  dividend  requirements  on  the  in- 
vestment trust's  bonds  and  preferred  stock  together.  These 
are  the  desirable  standards  for  safety. 

It  will  be  noted  that  earnings,  in  this  connection,  are 
taken  on  a  basis  which  excludes  profit  on  turnover  of  the  se- 
curities in  the  portfolio.  The  reason  for  this  exclusion  is 
that  such  profits  are,  after  all,  an  uncertain  factor  from  year 
to  year,  and  the  only  income  on  which  the  investment  trust 
can  count  with  immediate  assurance  is  that  which  is  repre- 
sented by  interest  and  dividends  received.  Only  where  an 
investment  trust  has  an  established  earnings  record  and  is 
properly  equipped  to  make  profits  on  its  portfolio  may  this 
factor,  in  any  degree,  be  safely  taken  into  consideration. 

The  investor  should  make  certain  that  a  substantial  sur- 
plus, reserve  or  other  form  of  equity  is  established  as  a  bul- 
wark for  the  protection  of  the  investment  trust's  bondholders 
or  preferred  stockholders. 

The  purchase  of  a  statutory  trust's  common  stock  or  a  con- 
tractual trust's  certificates  is  in  a  different  category.  Securi- 
ties in  this  group  represent  a  claim  on  net  earnings  of  the 
investment  trust  and  should  be  bought  with  a  view  to  their 
profit  possibilities.  The  capitalization  and  earnings  of  the 
investment  trust — not  the  income  paid  to  its  shareholders — 
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constitute  a  proper  criterion  in  the  selection  of  common  stock 
or  certificates  for  investment. 

As  has  been  indicated,  the  common  stock  of  a  statutory- 
trust  should  represent,  normally,  at  least  20  per  cent  of  the 
total  investment  in  the  enterprise.  If  the  investment  trust 
itself  holds  substantial  amounts  of  common  stock,  the  propor- 
tion of  common  stock  issued  by  it  should  be  correspondingly 
greater. 

If,  on  the  other  hand,  the  investor  contemplates  buying 
into  a  contractual  trust,  he  need  give  less  attention  to  the 
capitalization.  The  capital  structure  of  the  typical  con- 
tractual trust  provides  for  only  one  class  of  certificate — at 
most  for  two  classes. 

The  choice  as  between  a  general  or  specializing  trust,  and 
as  between  an  investment  trust  which  operates  internation- 
ally and  one  which  operates  locally,  is  of  primary  importance 
for  the  purchaser  of  an  investment  trust's  common  stock  or 
participating  shares.  The  investor  must  be  guided  here  by 
his  individual  preference  and  needs.  If  he  believes  that  the 
greatest  profit  and  maximum  safety  are  to  be  obtained 
through  international  diversification,  his  choice  should  be 
confined  to  a  general  trust  operating  on  an  international 
scale.  If,  on  the  contrary,  his  conviction  is  that  American 
common  stocks  are  the  most  desirable  channel  for  invest- 
ment, his  investment  will  take  the  form  of  shares  of  a  com- 
mon stock  trust. 

Similarly,  the  investor's  own  preference  and  needs  must 
guide  him  when  it  comes  to  deciding  on  the  merits  of  finan- 
cial stock  trusts,  single  industry  trusts,  fixed  trusts,  and  other 
forms. 

Assuming  that  the  suggested  requirements  are  satisfac- 
torily met,  the  prospective  investor  will  make  certain  that 
he  is  not  paying  too  high  a  price  for  the  securities  ofifered  to 
him.    A  good  investment  trust  bond  should  be  bought  at  the 
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present  time  to  yield  a  return  comparable  to  that  on  a  high 
grade  industrial  bond;  similarly,  a  good  investment  trust 
preferred  stock  should  net  the  investor  a  return  at  least  equal 
to  that  on  first  grade  industrial  preferred  stocks.  Invest- 
ment trust  bonds  of  high  grade  have  hitherto  sold  on  a  5  to 
6  per  cent  basis;  the  preferred  stocks,  on  a  6  to  7  per  cent 
basis. 

The  investor  will  be  wise  not  to  attach  great  importance 
to  common  stock  given  as  a  bonus  with  bonds  or  preferred 
stock,  stock  purchase  warrants,  convertible  features  or  other 
profit-participating  features.  These  add  to  the  glamour  of 
the  investment  trust's  bonds  or  preferred  stock  but  do  not 
increase  their  safety. 

The  investor  in  common  stock  of  a  statutory  trust  or  cer- 
tificates of  a  contractual  trust  should  ascertain  that  the 
charges  for  promotion  and  management  of  the  investment 
trust  are  reasonable.  Exorbitant  charges  are  prima  facie 
evidence  that  the  sponsors'  interests  are  placed  ahead  of  the 
investors'  interests.  The  investment  trust  which  provides 
for  excessive  charges  may  be  milked  from  the  start.  The 
investor  should  satisfy  himself  that  the  charges  are  in  line 
with  the  services  which  the  investment  trust  offers  to  him, 
else  he  is  deprived  of  the  just  benefits  of  his  investment. 

A     COMMON     DENOMINATOR     FOR     INVESTMENT 
TRUST   CHARGES 

Some  mathematical  method  is  desirable  for  reducing  the 
total  charges  of  investment  trusts  to  a  uniform  basis,  so 
that  comparisons  may  be  made  and  fair  standards  drawn  up. 
Because  of  the  multitudinous  forms  which  management  com- 
pensation may  take,  exact  comparisons  are  seldom  possible. 
The  following,  however,  is  suggested  as  a  tentative  and 
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rough-and-ready  method  for  placing  the  charges  of  invest- 
ment trusts  on  a  common  ground: 

(a)  Determine  the  proportion  of  earnings  which  goes  to  management 
through  its  ownership  of  shares,  if  any,  or  options  on  stock.  From 
this  figure  should  be  subtracted  the  cost  of  money  which  the  managers 
put  into  the  investment  fund. 

(b)  Determine  the  percentage  of  the  investor's  dollar  which  goes 
into  the  portfolio.  That  portion  which  does  not  find  its  way  into  the 
investment  fund  can  then  be  converted  to  an  annual  basis.  Thus,  if 
$95  out  of  every  $100  goes  into  the  portfolio,  the  remaining  $5,  on 
the  basis  of  a  5  per  cent  rental  value  for  money,  would  be  equivalent 
to  25  cents  annually.  (No  method  is  available  for  converting  a  redemp- 
tion fee  to  an  annual  percentage  basis,  although  this  too  constitutes  part 
of  the  charges  of  the  investment  trust.) 

(c)  Determine  the  approximate  sum  total  of  management  fee,  admin- 
istrative expense,  and  trustee's  compensation,  on  the  basis  of  an  annual 
percentage  on  the  invested  capital. 

The  three  results,  added  together,  will  give  an  approximation  of  the 
true  charges  of  the  investment  trust. 

An  example  will  show  the  workings  of  the  method.  Let 
us  say  that  the  paid-in  capital  is  as  follows: 

Public  Managers 

5%  bonds $50,000 

6%  preferred  stock 30,000 

Common  stock  (par  $100) 10,000  $10,000 

(100  shares)      (100  shares) 

Total $90,000  $10,000 

It  is  assumed  in  this  example  that  the  securities  sold  to 
the  public  are  priced  to  net  5  per  cent  above  the  paid-in 
capital.  The  managers  receive  as  a  fee  10  per  cent  of  port- 
folio income,  out  of  which  they  must  pay  administrative 
expenses.  Trustee's  compensation,  charged  separately,  is 
equivalent  to  14  of  1  per  cent  annually  on  the  invested  capi- 
tal. V^hat  are  the  total  charges  against  the  investment 
trust? 

Assuming  that  the  portfolio  earns  10  per  cent,  the  appor- 
tionment of  income  would  be: 
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Public      Managers 

5%  bonds $2,500 

6%  preferred  stock 1 ,800 

Common  stock 2,850        $2,850 

Total $7,150        $2,850 

(a)  The  annual  rental  value  of  the  managers'  original  in- 
vestment of  $10,000,  on  the  basis  of  a  5  per  cent  rental  for 
money,  would  be  $500  and  should  be  deducted  from  the  earn- 
ings allocated  to  them.  The  remainder,  $2,350,  or  2.35  per 
cent  annually  on  the  portfolio,  represents  the  compensation 
of  managers  through  their  ownership  of  common  stock. 

(b)  The  charge  for  raising  capital,  5  per  cent,  would  be 
approximately  equivalent  to  0.25  per  cent  annually. 

(c)  The  management  fee,  assuming  that  the  portfolio 
earns  10  per  cent,  would  be  1  per  cent  annually  on  the  in- 
vested capital.  To  this  sum  is  added  the  trustee's  com- 
pensation of  0.25  per  cent  annually. 

Total  charges,  therefore,  would  be  approximately  as  fol- 
lows: 

Per  cent  annually 
on  the  portfolio 

(a)  Compensation  of  managers  through  ownership  of  stock . .  2.35% 

(b)  Charge  for  raising  capital 0.25% 

(c)  Sum  total  of  management  fee,  administrative  expense,  and 

trustee's  compensation 1 . 25% 

Total  charges 3 . 85% 

The  investor,  of  course,  should  be  warned  not  to  apply 
such  methods  too  arbitrarily  or  without  giving  due  weight  to 
qualifying  elements  which  may  enter  into  the  situation. 

Experience  indicates  that  a  fair  average  for  total  charges, 
figured  according  to  the  foregoing  method,  would  be  from 
2  to  If.  per  cent  annually  on  the  invested  capital.  For  invest- 
ment trusts  which  contemplate  the  exercise  of  little  if  any 
management,  the  figure  should  not  be  over  about  I/2  of  1  per 
cent. 
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VALUATION      OF      COMMON      STOCK      AND      CER- 
TIFICATES 


The  investment  trust's  common  stock  or  certificates,  when 
issued  continuously — as  in  the  case  of  a  few  statutory  trusts 
and  virtually  all  contractual  trusts — must  be  valued  solely 
according  to  the  assets  which  they  represent.  The  investor 
should  determine  that  a  fair  relationship  is  maintained  be- 
tween the  price  at  which  the  shares  or  certificates  are  offered 
to  him  and  the  worth  of  securities  or  cash  which  goes  into  the 
investment  fund. 

The  same  rule  holds  true  for  the  common  stock  of  a  stat- 
utory trust  when  originally  issued.  But  for  a  common  stock 
which  has  once  been  floated  and  is  thereafter  no  longer  being 
issued,  the  market  price  is  without  relation  to  the  value  of 
the  assets,  nor  does  it  bear  any  relationship  to  the  earnings 
on  the  stock.  A  few  figures  bear  out  the  truth  of  this  state- 
ment: 

Book  value  Earned  per  Price  per  Ratio  of 

per  share  share  in  share,  price  to 

at  end  of  1927  January,  Earnings 

Common  Stock                    1927  1928 

Amer.  Brit.  &  Cont.  Corp None  $0.43  $23  53.5 

Fin.  Invest.  Co.  of  N.  Y $14. 14  0.84  24  28.6 

Int.  Sec.  Corp.  of  America  CI.  A      27.31  5.73  73  12.7 

Investment  Co.  of  America ... .        11.46  4.46  17J^  3.9 

Second  Int.  Sec.  Corp.  CI.  A .  . .       29 .  86  2 .  89  543^  18.9 

U.  S.  &  Foreign  Sec.  Corp 11.42  1.38  24M  17.9 

Obviously  another  factor,  not  visible  in  the  financial  state- 
ments, determines  the  market  value  of  these  stocks.  That 
factor  is  the  public's  estimate  of  the  worth  of  management 
as  applied  to  the  investment  fund. 

The  question  presents  itself  as  to  how  the  investor  should 
appraise  the  worth  of  management  in  gauging  the  price  which 
he  is  willing  to  pay  for  an  investment  trust's  shares.    The 
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answer  is,  plainly:  by  the  profits  realizable  on  turnover  of 
the  portfolio.  Those  are  presumably  the  gains  which  are  not 
realizable  by  the  average  investor  acting  for  himself.  In  the 
well-managed  investment  trust,  the  fair  evaluation  of  man- 
agement might  be  taken  at  roundly  33  to  50  per  cent  of  the 
total  invested  capital. 

Hence,  to  determine  the  fair  market  value  for  an  invest- 
ment trust's  common  stock,  not  subject  to  continuous  issue, 
the  following  method  is  applicable:  Find  the  approximate 
market  worth  of  the  portfolio,  and  to  this  figure  add  33  to 
50  per  cent.  For  the  less  efficient  management,  the  percent- 
age will  be  near  the  lower  figure;  for  highly  efficient  man- 
agement, the  percentage  will  be  near  the  upper  limit.  Then 
subtract  the  amount  of  bonds  and  preferred  stock  outstand- 
ing, and  divide  by  the  number  of  issued  shares  of  common 
stock.  The  result  gives  a  fair  market  value  for  the  common 
shares.    The  case  below  would  be  typical: 

Capitalization 

Bonds $  50,000 

Preferred  stock 30,000 

Common  stock  (200  shares,  par  $100) 20,000 

$100,000 

Assuming  that  the  above  total  represents  approximate 
market  value  of  the  portfolio,  we  get : 

Value  to  include  capitalized  management  (add  40%  to 

market  value) $140,000 

Less: 

Bonds $50,000 

Preferred  stock 30,000         80,000 

Value  of  common  stock $  60,000 

Per  share  (divide  by  200) $        300 

Reasoning  supports  this  method.  It  has  been  shown  that 
the  profits  on  turnover  will  average,  in  the  well-managed  in- 
vestment trust,  about  4  per  cent  annually.     Such  profits 
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should  be  capitalized  conservatively — say,  at  10  per  cent, 
which  is  an  accepted  ratio  for  the  capitalization  of  industrial 
earnings.  On  that  basis,  the  capitalized  value  of  investment 
trust  management  would  run  around  40  per  cent  of  the  in- 
vestment fund. 

The  method  can  be  submitted  to  pragmatic  test.  The 
United  States  Investor,  anent  the  subject  of  prices  for  in- 
vestment trust  shares,  published  on  April  28,  1928,  the  fol- 
lowing table: 

A  COMPARISON  OF  INVESTMENT  TRUSTS 

Continental    Old  Colony       Standard         Shawmut 
Securities       Investment       Investing  Bank 

Trust  Company       Investment 

Trust 

Bonds $5,000,000     $7,500,000     $4,500,000     $5,000,000 

(5s)  (43^8)  (58)  (43^3  &  5s) 

$1,000,000 

(68) 

Preferred  Stock $1 ,500,000 

($6.00  div.) 
$4,000,000 
($5.50  div.) 

Paid  In  on  Common $1,750,000     $4,000,000 

Number  of  Shares 34,980  300,000  *85,000  75,000 

Working  Capital  per  Common  Share $  193     $  38  t$  40     $  80 

Average    Interest    &   Preferred    Dividend 

Requirements 5%  4H%  5.475%  4.96% 

Common  Stock— Bid $  127     $  34     $  41     $  48 

Earnings,  if  10%  shown  on  Paid-in  Capital  $  675,362  $1,150,000  $1,000,000  $  600,000 
Deduct  Average  Interest  Charges $     250,000     $     337,500     $     535,000     $     272,500 

Plus  1^%  Expen.se8 $       33,765     $       57,500     $       50,000     $       30,000 

Eiimings  per  Share  (on  10%  Basis) $         11.20     $  2.52     $  4.88     $  3.63 

Actual  Earnings $  9.41     $  .24'  t$  5.05     $  6.98 

*  If  all  option  warrants  and  conversion  privileges  were  exercised,  185,000  shares  would  be 
outstanding. 

t  If  all  stock  purchase  rights  and  conversion  privileges  are  exercised. 

t  If  the  185,000  shares  had  been  outstanding,  earnings  would  have  been  $2.98  per  share. 

No  uniform  ratios  are  apparent  as  among  the  assets,  the 
earnings  and  price.  Let  us  see  what  is  the  result  if  the  man- 
agement factor  is  appraised  at  40  per  cent  of  the  paid-in 
capital : 

Continental    Old  Colony       Standard  Shawmut 

Securities       Investment       Investing  Bank 

Trust           Company  Investment 
Trust 

Paid-in  Capital $6,750,000    $11,500,000     $10,000,000  $6,000,000 

Plus  40% 9,4.50,000       16.100.000       14.000.000  8,400,000 

Less  Bonds  and  Preferred  Stock 4,450,000         8,600,000         4,000,000  2,400,000 

Divided  by  No.  Shares  Common 127                       29                      47  32 

Common  Stock— Bid 127                       34                      41  48 
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The  figures  in  the  fourth  row,  with  one  exception,  bear 
starthng  similarity  to  those  in  the  last  row.  The  conclusion, 
from  the  above  table,  would  be  that  Shawmut  Bank  Invest- 
ment Trust  Common  Stock  was  selling  at  considerably  above 
its  inherent  worth. 

The  investor,  it  is  believed,  will  not  go  far  wrong  in  us- 
ing the  method  outlined  here  to  determine  a  fair  price  for  an 
investment  trust's  common  stock.  It  should  be  borne  in 
mind  that  a  given  stock  may  for  a  time  sell  far  above  or  be- 
low its  theoretical  worth,  but  as  the  investment  trust  be- 
comes established,  the  common  stock  will  inevitably  seek 
its  true  level. 

A  word  of  caution  may  be  necessary:  the  worth  of  man- 
agement must  be  studied  in  the  light  of  various  related 
factors,  such  as  the  degree  of  diversification,  the  sources  of 
profit  and  the  permanency  or  impermanency  thereof. 

INSTITUTIONAL     INVESTORS 

The  investment  trust,  in  addition  to  its  appeal  to  the  in- 
dividual investor,  has  interest  as  an  actual  or  potential  chan- 
nel for  investment  by  banks,  trust  companies,  executors, 
guardians,  insurance  companies,  endowed  institutions  and 
corporations  possessing  surplus  cash.  These  are  all  large 
investors,  whether  for  their  own  account  or  for  the  account 
of  funds  which  they  handle. 

For  the  commercial  bank,  investment  trust  bonds  may 
provide  an  ideal  investment,  since  they  combine  a  high 
degree  of  safety  with  attractive  return.  The  problem  of  safe 
and  profitable  investing  has  of  late  assumed  large  proportions 
for  the  bank.  The  return  obtainable  on  good  bonds,  by  and 
large,  had  fallen  to  a  point  where  the  earnings  of  banks  have 
been  seriously  impaired;  some  reduction  of  interest  rates 
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paid  by  the  banks  to  their  depositors  has  appeared  neces- 
sary. 

Simultaneously,  the  volume  of  securities  purchased  by 
banks  for  their  own  account  has  grown  enormously.  Secur- 
ity purchases  by  banks  are  regarded  as  desirable  diversifica- 
tion, preventing  too  great  concentration  of  assets  in  the 
form  of  loans  to  local  customers.  How  to  preserve  the  good 
effects  of  this  investment  policy  in  the  face  of  declining  in- 
terest rates  is  a  bank  problem  to  which  the  investment  trust 
bonds  offer  a  useful  solution. 

Commercial  banks,  under  national  and  most  state  banking 
laws,  are  permitted  to  invest  only  in  interest-bearing  obliga- 
tions. Therefore  they  cannot,  under  present  laws,  buy  for 
their  own  account  preferred  or  common  stock  of  investment 
trusts  or  certificates  of  contractual  trusts.  Theoretically, 
such  securities  may  make  very  desirable  bank  investments, 
but  their  purchase  for  the  account  of  banks  will  have  to  await 
broadening  of  the  laws. 

Savings  banks,  at  present,  are  limited  to  buying  certain 
government,  railroad,  and  public  utility  bonds.  Here,  again, 
the  problem  created  by  declining  interest  rates  has  received 
much  notoriety.  It  is  to  be  hoped  that  legislation  will  be 
passed  to  enable  savings  banks  to  buy  the  better  class  of 
investment  trust  bonds. 

Trust  companies,  executors,  and  guardians  may  find  in 
the  investment  trust  a  suitable  and  desirable  medium  for 
investment  of  funds  left  in  their  custody.  If  the  will  or  in- 
strument under  which  funds  are  administered  gives  latitude 
in  the  selection  of  investments,  there  is  no  obstacle  to  the 
placing  of  funds  in  investment  trust  securities.  If,  however, 
the  will  or  instrument  contains  no  provision  with  regard  to 
the  investments  which  may  be  made,  the  trust  company, 
executor  or  guardian  is  by  law  limited  in  a  general  way  to 
investments  of  the  type  legal  for  savings  banks. 
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Massachusetts  at  present  is  about  the  only  state  which 
permits  trust  companies,  executors,  and  guardians  to  use 
their  own  discretion  in  selecting  investments  where  no  pro- 
vision to  that  effect  is  contained  in  the  will  or  instrument 
under  which  funds  are  administered. 

Insurance  companies,  except  life  insurance  companies,  are 
quite  free  to  invest  their  funds  within  their  own  discretion. 
Investment  trust  securities  will  probably  find  greater  popu- 
larity with  them  as  the  stability  of  leading  investment  trusts 
becomes  more  generally  recognized.  That  the  insurance  com- 
panies will  become  large  purchasers  of  investment  trust  se- 
curities appears  likely  in  view  of  the  enormous  volume  of 
the  funds  now  left  in  the  control  of  insurance  companies  and 
the  rapid  increase  of  these  companies  from  year  to  year. 

Life  insurance  companies  constitute  a  separate  class  be- 
cause they  are  limited  by  law  to  investment  in  certain  bonds, 
preferred  stocks,  and  guaranteed  stocks.  Broadening  of  the 
laws  is  necessary  before  they  can  purchase  investment  trust 
securities.  There  is  no  likelihood  that  life  insurance  com- 
panies would  purchase  common  stocks  or  participating  cer- 
tificates of  investment  trusts  in  marked  degree,  even  if 
permitted  to  do  so.  The  business  of  life  insurance,  far  more 
than  that  of  other  forms  of  insurance,  depends  upon  a 
regular  monetary  income  annually  offsetting  a  regular 
monetary  outgo.  Hence  life  insurance  companies  would  con- 
fine their  investment  trust  purchases  mainly  to  bonds  and 
possibly  preferred  stocks. 

Endowed  institutions — educational,  philanthropic  or 
otherwise — have  had  to  contend  with  a  particularly  difficult 
problem  owing  to  the  increase  in  the  cost  of  living  which 
took  place  during  and  after  the  war.  While  their  endow- 
ments were  invested  so  as  to  bring  them  a  fixed  return,  their 
costs  in  the  meantime  mounted  rapidly.  For  these  institu- 
tions, investment  trust  common  stocks  and,  in  particular, 
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the  common  stock  trust,  which  in  some  degree  protects  the 
investor  against  fluctuations  in  the  cost  of  living,  have  un- 
usual interest. 

One  of  the  most  interesting  developments  with  respect  to 
institutional  investing  is  the  purchase  of  investment  trust 
securities  by  industrial  corporations.  It  is  well  known  that 
industrial  companies  as  a  whole  have  acquired  large  cash  re- 
serves; not  a  few  of  them  are  buying  investment  trust  se- 
curities in  blocks  of  several  hundred  thousand  dollars.  The 
investment  trust  can  solve  the  investment  problems  of  a  steel 
company,  for  instance,  of  which  the  executives  are  necessarily 
untrained  in  security  analysis. 


Chapter  XVII 

PUBLIC  REGULATION 

Background  of  Regulation. — Proposed  Legislation  in  New  York. — 
Rulings  Adopted  by  States. — The  Case  jar  Public  Supervision. — 
Regulation  From  Within. 

BACKGROUND  OF  REGULATION 

Much  attention  has  been  attracted  of  late  toward  the 
movement  for  pubhc  regulation  of  investment  trusts. 
Whether  or  not  such  regulation  will  become  permanent  policy 
in  this  country,  it  is  yet  too  early  to  say. 

Public  regulation  had  its  starting  point  with  the  framing, 
late  in  1927,  of  six  investment  trust  bills  by  Albert  Ottinger, 
attorney-general  of  New  York,  for  enactment  by  the  legisla- 
ture of  that  state.  The  real  impetus  to  public  regulation, 
however,  was  public  sentiment  which  began  crystallizing 
with  official  reports  and  resolutions  as  early  as  1924.  A  brief 
description  of  these  activities  is  desirable. 

Public  attention  was  first  focused  on  the  investment  trusts 
in  July,  1924.  In  that  month,  the  New  York  Stock  Ex- 
change adopted  a  resolution  which  was  regarded  as  none  the 
less  significant  for  its  seemingly  noncommittal  quality : 

RESOLVED,  That  participation  by  a  member  of  the  Exchange  or  a 
Stock  Exchange  firm  in  the  formation  or  management  of  investment 
trust  corporations  or  similar  organizations  which,  in  the  opinion  of  the 
Governing  Committee,  involve  features  which  do  not  properly  protect 
the  interests  of  the  investors  therein,  may  be  held  to  be  an  act  detri- 
mental to  the  interests  or  welfare  of  the  Exchange. 

Although  this  statement  has  been  called  the  biggest  blow 
to  the  development  of  investment  trusts  in  America,  its  effect, 
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while  salutary,  has  not  been  deterrent — as  witnessed  by  the 
fact  that  member  firms  of  the  New  York  Stock  Exchange 
are  now  interested  in  any  number  of  investment  trusts  of  all 
descriptions. 

The  Investment  Bankers  Association  of  America  (Chica- 
go), comprising  a  large  and  representative  selection  of  highly 
reputable  security  dealers,  has  looked  carefully  at  the  invest- 
ment trust  situation.  At  the  annual  meeting  held  in  the 
fall  of  1927,  a  report  was  presented  by  Charles  D.  Dickey, 
head  of  a  committee  which  studied  the  question.  High  lights 
of  the  report  follow: 

The  immediate  problem  that  confronts  us  here  in  America  is  whether 
this  form  of  investment— comparatively  new  to  us — is  going  to  continue 
to  grow  on  sound  and  serviceable  lines,  as  it  has  in  Great  Britain,  or, 
having  achieved  a  certain  amount  of  success  at  the  start,  is  it  going  to 
get  out  of  hand  and  become  a  playground  for  not  only  incompetent 
but  dishonest  promoters.  The  buoyant  stock  market  of  the  last  few 
years  together  with  the  steady  decline  in  interest  rates  have  stimulated 
optimism  regarding  the  investment  trusts  to  a  point  not  justified.  It 
is  almost  a  certainty  that  this  overoptimism  will  be  capitalized  by 
those  who  are  constantly  looking  for  an  opportunity  to  make  a  quick 
turnover  at  the  public's  expense. 

The  Committee  believes  that  they  represent  the  attitude  of  a  large 
majority  of  the  Association  when  they  state  that  the  investment  trust, 
soundly  formed  and  in  the  hands  of  honest  and  capable  management 
who  run  it  primarily  for  the  benefit  of  the  investor  himself,  should  be 
encouraged  in  every  way.  On  the  other  hand,  there  will  in  all  proba- 
bility be  instances  of  trusts  run  in  such  a  manner  as  to  bring  the  man- 
agement undue  profit.  There  will  be  instances  where  "blind  pools" 
formed  purely  for  speculation  are  created  under  the  guise  of  high-grade 
investments.  There  will  be  other  cases  where  investment  trusts  are 
used  as  a  dumping  ground  for  undesirable  and  slow-selling  securities. 
The  public — for  whom  we,  in  the  I.  B.  A.,  assume  a  certain  guardian- 
ship— must  be  educated  and  guided. 

It  is  recommended  that  in  order  to  anticipate  the  trouble  which  is 
not  yet  apparent  a  careful  investigation  be  made  along  the  above  lines 
before  any  member  handles  the  securities  of  an  investment  trust,  and 
it  is  further  recommended  that  all  those  members  who  are  in  any  way 
connected  with  the  management  of  investment  trusts  urge  higher  and 
broader  standards  of  publicity  than  have  yet  been  attained.    The  holder 
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of  investment  trust  securities  is  entitled  to  know  the  policies  of  the 
management  and  the  character,  if  not  the  actual  makeup,  of  its  port- 
folio. Your  Committee  is  convinced  that  the  tendencies  of  the  time 
are  in  this  direction  and  it  is  the  best  and  surest  method  of  encouraging 
the  good  ones  and  driving  the  bad  ones  out  of  existence. 

The  Board  of  Governors  of  the  Association  in  January, 
1928,  voted: 

RESOLVED:  That  the  Board  of  Governors  of  the  Investment  Bank- 
ers Association  of  America,  while  approving  in  principle  any  sound  effort 
to  protect  the  investor  from  the  sale  of  investment  trust  securities  of  a 
doubtful  nature,  has  not  been  able  to  convince  itself  that  there  is  a 
legislative  panacea  that  will  assure  sound  management  essential  to  the 
success  of  any  investment  trust. 

THAT,  THEREFORE,  it  is  the  sense  of  the  Board  of  Governors  that 
any  legislation  of  the  Blue  Sky  type  would  prove  of  questionable  efficiency 
and  that  Fraud  Acts  with  broad  powers  of  investigation  are  probably 
the  best  means  of  accomplishing  this  protection,  if  properly  admin- 
istered. 

In  a  second  report,  issued  by  the  Investment  Trusts  Com- 
mittee of  the  Investment  Bankers  Association  in  May,  1928, 
it  was  stated: 

The  rapidity  of  this  growth  has  given  rise  to  considerable  apprehen- 
sion, which  has  resulted  in  pressure  being  brought  to  bear  on  the  legisla- 
tures of  many  States  to  pass  bills  regulating  investment  trusts.  The 
bills  introduced  vary  widely  in  their  form  and  provisions.  Your  Com- 
mittee has  studied  these  bills  and  has  endeavored  to  cooperate  as  far  as 
possible  with  the  State  authorities,  with  the  general  policy  of  trying  to 
prevent  any  hasty  action  until  an  opportunity  has  been  had  to  see  the 
practical  result  of  activities  in  this  new  field.  .  .  . 

Your  Committee  wish  to  again  emphasize  the  supreme  importance  of 
being  satisfied  as  to  the  character  and  ability  of  the  managemetit.  It 
has  been  said  that  "while  there  are  many  forms  of  investment  trusts, 
what  really  counts  is  not  the  exact  form  that  investment  trusts  take  but 
the  hands  into  which  they  fall." 

It  is  the  opinion  of  the  Committee  that  as  State  authorities  continue 
to  investigate  investment  trust  activities  they,  too,  will  realize  that  the 
crux  of  the  situation  is  management  and  that  regulation  by  the  States 
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must,  in  order  to  be  effective,  take  the  form  of  Fraud  Acts  with  broad 
powers  of  investigation  rather  than  of  Blue  Sky  Acts  prescribing  specified 
forms. 

Those  of  our  membership  who  are  identified  with  the  management  of 
investment  trusts  can  help  to  avoid  much  unsound  restrictive  legislation 
if  they  will  evidence  a  willingness  to  give  adequate  information.  Your 
Committee  is  not  in  a  position  to  dictate  in  exact  terms  what  adequate 
information  should  consist  of,  but  certainly  the  prospective  purchaser 
of  investment  securities  is  entitled  to  know  the  personnel  of  the  manage- 
ment, the  capital  structure,  the  investment  purpose  and  policy  of  the 
company  regarding  distribution  of  earnings,  etc.  It  is  at  present  the 
privilege  of  each  individual  investing  company's  management  to  deter- 
mine for  themselves  how  far  they  shall  go  towards  publication  of  detailed 
information.  There  can  be  little  doubt,  however,  that  the  more  com- 
plete these  voluntary  statements  are  the  less  likely  are  sound  and  able 
managements  to  have  their  proper  discretionary  powers  curbed  by  un- 
sound restrictive  legislation. 

PROPOSED   LEGISLATION   IN   NEW   YORK 

In  November,  1927,  the  attorney-general  of  New  York 
State  published  an  exhaustive  report  recommending  legisla- 
tive regulation  of  investment  trusts,  and  in  January,  1928, 
a  supplemental  report  on  the  same  subject.  The  character 
and  purpose  of  the  proposed  regulation  were  described  in  the 
original  report: 

Our  conclusion  is  that  investment  trusts,  which  now  handle  hundreds 
of  millions  of  dollars  of  the  funds  of  American  investors  for  the  primary 
purpose  of  reinvestment  on  behalf  of  investors,  are  charged  with  an 
unusual  degree  of  public  responsibility.  ...  It  is  not,  however,  primarily 
protection  from  fraud  that  is  needed  in  the  case  of  investment  trusts; 
it  is  the  public  assurance  that: 

(1)  The  people  managing  these  trusts  are  men  of  character,  integrity, 
and  responsibility; 

(2)  That  they  are  willing  to  show  their  faith  in  their  enterprises  by 
investing  a  substantial  amount  of  their  own  funds  in  them,  and 

(3)  That  books  and  accounts  are  properly  kept,  with  accurate  and 
reasonably  frequent  reports  to  security  holders. 

It  is  believed  that  abuses  of  practice  which  might  otherwise  occur  will 
be  adequately  forestalled  if  a  public  officer  of  the  State  is  charged  with 
the  responsibility  of: 
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(1)  Refusing  a  charter  to  improper  or  dishonest  incorporators; 

(2)  Examining  the  original  plan  and  prospectus,  with  the  right  to 
reject  improper  plans,  and 

(3)  Requiring  reports  and  from  time  to  time  examining  the  books 
and  accounts  of  investment  trust  organizations.  .  .  .  The  legislation  I 
suggest  proposes  to  lock  the  barn  door  while  the  horse  is  in  the  stable, 
and  is  intended  to  be  constructive,  helpful  and  cooperative  with  the  man- 
agers of  honest  and  responsible  investment  trusts  which  avail  them- 
selves of  it.  .  .  .  The  legislation  which  I  propose  will  in  my  opinion 
have  the  following  results: 

(1)  It  will  permit  honest  and  competent  managers  of  domestic  cor- 
porations and  foreign  corporations  doing  business  in  New  York  as 
investment  trusts  to  avail  themselves  of  the  right  of  incorporation  and 
regulation  by  the  Superintendent  of  Banks  of  the  State  of  New  York. 

(2)  It  will  permit  the  Superintendent  of  Banks  to  determine  the  re- 
sponsibility and  competency  of  the  organizers  of  an  investment  trust. 
He  has  this  right  now  with  reference  to  incorporators  of  banks,  trust 
companies,  etc.,  and  this  power  has  ever  been  wisely  and  properly  used 
by  the  encumbents  of  that  great  office. 

(3)  It  will  permit  the  Superintendent  of  Banks  to  satisfy  himself 
that  the  enterprise  has  a  sound  financial  basis  upon  which  to  start. 

(4)  It  will  provide  approved  systems  of  bookkeeping  for  investment 
trusts. 

(5)  It  will  permit  the  Superintendent  of  Banks  to  supervise  the  opera- 
tions of  the  investment  trust  through  annual  or  more  frequent  reports. 
It  is  not  intended  to  permit  the  Superintendent  of  Banks  to  substitute 
his  management  for  the  management  of  the  investment  trust,  but  he 
may  check  up  on  it  and  may  force  it  to  discontinue  any  unwise  or 
dishonest  practices. 

(6)  Lastly  and  most  important  of  all,  it  will  gradually  bring  about 
a  distinction  in  public  opinion  between  honest  and  well  managed  in- 
vestment trusts  who  avail  themselves  of  the  legislation  and  those  irre- 
sponsible trusts  which  will  seek  to  evade  the  effect  of  the  legislation. 
All  companies  incorporating  under  its  provisions  in  New  York  will  be 
required  to  call  themselves  "investment  trusts"  and  a  foreign  entity 
seeking  a  license  to  do  business  here  must  acquire  a  similar  distinctive 
label.  The  law  will  prohibit  the  use  of  the  words  "investment  trust" 
to  all  others,  and  hence  the  public  will  be  able  to  distinguish  readily 
between  investment  trusts  which  are  under  State  regulation  and  those 
which  have  refused  to  submit  to  it  and  refrain  from  doing  business 
in  New  York,  although  they  attempt  to  sell  their  securities  here.  It 
may    be   confidently   predicted   that    the   Attorney-General   under   the 
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Martin  Fraud  Act  can  take  care  of  these  latter  investment  trusts  which 
attempt  to  sell  securities  in  New  York  without  incorporating  or  obtaining 
a  license  to  do  business  in  New  York. 

No  State  regulation  can  protect  an  investor  from  his  ow^n  credulity 
or  folly,  but  if  public  opinion  is  educated  to  the  fact  that  certain 
entities  called  investment  trusts  are  under  State  regulation  and  that 
others  claiming  to  be  investment  trusts  are  not  under  State  regulation, 
something  at  least  will  have  been  accomplished. 

Investment  trusts,  for  the  most  part,  were  in  favor  of 
the  legislation  proposed  by  the  New  York  attorney-general. 
It  was  felt  that  regulation  of  some  sort  was  inevitable,  and 
the  proposed  legislation  was  the  most  desirable  that  could 
be  obtained  under  the  circumstances.  Opposition  developed 
mainly  among  two  groups.  In  the  first  place,  it  was  feared 
in  some  quarters  that  to  place  investment  trusts  under  the 
superintendent  of  banks  would  be  to  imply  official  sanction 
for  their  activities.  In  the  second  place,  it  was  contended 
that  the  powers  of  the  superintendent  of  banks,  under  the 
proposed  legislation,  did  not  go  far  enough. 

An  alternative  suggestion  was  made  that  the  Martin  Act 
— for  stamping  out  frauds — should  be  amended  so  as  to  re- 
quire the  Bureau  of  Securities  to  place  investment  trusts  in 
its  tether. 

The  legislation,  with  some  modifications,  was  passed  by 
the  Senate  at  Albany  in  February,  1928.  It  died  in  the 
Rules  Committee  of  the  Assembly,  but  in  many  respects  its 
"soul  goes  marching  on." 

Countrywide  publicity  attended  the  airing  of  investment 
trusts  in  New  York.  Numerous  chambers  of  commerce  and 
other  local  bodies  were  prompted  to  make  their  own  investi- 
gations. Many  states  which  up  to  that  time  had  paid  scant 
heed  to  the  investment  trust  situation  prepared  to  take  reg- 
ulatory steps  on  their  own  account. 

The  National  Association   of  Securities   Commissioners, 


232  AMERICAN  INVESTMENT  TRUSTS 

Salt  Lake  City,  Utah,  embracing  those  who  are  charged  with 
supervision  of  security  sales  in  the  various  states,  and  regional 
associations  of  the  securities  commissioners,  have  given 
painstaking  study  to  investment  trusts. 

A  resolution  adopted  by  the  National  Association  of 
Supervisors  of  State  Banks,  New  Orleans,  La.,  in  convention 
during  July,  1928,  condemned  the  appropriation  of  the  word 
"trust"  by  investment  trusts  and  by  implication  advocated 
legislation  on  this  subject: 

BE  IT  RESOLVED,  That  by  reason  of  the  continued  growth  of  the 
so-called  investment  trust  business  in  the  United  States  and  the  further 
fact  that  the  word  "trust"  has  heretofore  been  used  only  in  the  names 
of  such  companies  and  banking  institutions  having  judiciary  powers,  in 
the  judgment  of  this  convention  the  word  "trust"  is  a  misnomer  as  ap- 
plied to  investment  trust  companies  and  is  susceptible  to  much  abuse 
and  misrepresentation;  that  it  is  the  sense  of  this  convention  that  it  be 
not  only  discouraged,  but  if  possible  prohibited  in  the  organization  of  the 
so-called  investment  trust. 

RULINGS     ADOPTED     BY     STATES 

Many  states  promulgated  rulings  of  which  the  intention 
was  good  but  of  which  the  effect  was  seriously  to  cripple 
the  investment  trust  industry  in  so  far  as  those  states  were 
concerned.  The  regulations  of  the  California  Corporation 
Commission  are  extreme  (April,  1928) : 

1.    Qitalification  as  to  Character. 

A  reasonable  showing  consisting  of  satisfactory  evidence  that  the 
men  proposing  to  engage  in  the  investment  trust  business,  or  in  any  way 
connected  therewith  in  a  discretionary  capacity,  shall  be  made  to  the 
effect  that  they  are  persons  of  integrity,  of  good  character  and  reputa- 
tion, and  of  sound  financial  responsibility. 

In  the  event  of  any  change  in  the  directorate,  official  and  managerial 
or  discretionary  personnel,  a  similar  showing  shall  be  made  to  the 
Department  concerning  their  successors  in  office. 


PUBLIC  REGULATION  233 

S.  Qualification  as  to  Competency. 

A  detailed  history  of  the  antecedents,  education,  training  and  experience 
of  the  promoters,  officers,  directors,  managers  and  those  others  who 
have  direction,  charge,  control  and  supervision  of  the  trust  and/or  business, 
which  would  reasonably  warrant  the  findings  of  a  careful  and  prudent 
person  that  the  individuals  contemplating  engaging  in  the  investment 
trust  business,  or  those  connected  with  the  management  thereof  in  any 
discretionary  capacity,  are  sufficiently  competent  and  qualified  to  engage 
therein. 

Should  any  change,  substitution,  addition  or  elimination  of  the  officers, 
directors,  managers  or  other  persons  herein  contemplated  be  made,  all 
successors  in  office  and  in  interest  shall  qualify  in  the  same  manner 
and  to  the  same  extent  as  their  predecessors  in  the  first  instance. 

3.  Description  of  Method  of  Operation. 

A  full,  complete  and  detailed  statement  of  the  plan,  scheme  or  method 
proposed  to  be  resorted  to  in  connection  with  the  operation  of  the 
investment  trust  business  shall  be  submitted  to  the  Department.  This 
statement  shall  describe  the  manner  and  basis  upon  which  the  manage- 
ment will  determine  to  buy  and/or  sell,  or  to  invest  and/or  reinvest  its 
capital. 

If  the  management  relies  upon  a  financial  agency  or  research  bureau 
other  than  that  maintained,  directed  and  supervised  by  its  owti  or- 
ganization for  the  purpose  of  furnishing  it  with  such  data  and  informa- 
tion upon  which  to  base  an  opinion  to  buy  and/or  sell  and  invest  and/or 
reinvest,  then  it  shall  provide  the  Corporation  Department  with  sufficient 
evidence  to  show  that  such  agency  furnishing  such  data  and  information 
is  properly  qualified  and  equipped  so  to  do,  both  from  the  standpoint  of 
integrity  and  competency. 

Should  such  agency  be  changed  at  any  time,  its  successor  shall  qualify 
with  the  State  Corporation  Department  in  the  same  manner  as  its 
predecessor. 

4.  Scope  of  Business. 

The  scope  of  business  of  an  investment  trust  shall  be  unlimited  and 
unrestricted  to  as  large  a  diversification  as  possible,  and  spread  over  the 
greatest  number  of  securities  of  sound,  stable  and  standard  marketability. 

An  investment  trust  shall  by  express  provision  be  precluded  from 
engaging  in  promoting  any  enterprise  or  engaging  in  any  brokerage  busi- 
ness, but  shall  confine  itself  to  the  primary  object  of  the  business. 

5.  Kind  of  Securities  Dealt  In. 

The  funds  of  an  investment  trust  shall  be  confined  exclusively  to  the 
investing  and/or  reinvesting  in  such  sound  and  seasoned  securities  that 
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are  at  all  times  marketable  or  of  such  marketability  so  that  they  will 
continue  to  be  liquid  at  all  times  during  the  period  of  the  business  of  the 
investment  trust. 

6.  Prohibition  of  Officers  Dealing  with  Trust. 

The  officers,  directors,  trustees  and/or  managers  of  an  investment  trusi 
shall  not  deal  with  themselves  or  companies  in  which  they  are  principals, 
in  the  investment  of  its  funds,  nor  shall  they  profit,  directly  or  indirectly, 
by  virtue  of  dealing  with  the  trust. 

7.  Amount  of  Paid  Up  Capital  Necessary. 

A  good  and  sufficient  showing  shall  be  made  that  those  who  are  initiat- 
ing the  business  of  an  investment  trust  shall  have  subscribed  and  paid 
in  an  aggregate  amount  equal  to  not  less  than  twenty  per  cent  (20%) 
of  the  initial  paid  in  capital.  Further,  it  shall  appear  that  the  trust 
is  in  an  amount  of  sufficient  magnitude,  all  things  being  equal,  that  would 
warrant  a  reasonable  finding  that  it  will  not  operate  at  a  loss. 

8.  No  Promotion. 

No  stock  or  other  securities  shall  be  issued  or  allowed,  or  money  paid, 
as  compensation  for  promotion  or  for  property  of  intangible  or  uncertain 
or  doubtful  or  speculative  character  or  value. 

9.  Salaries. 

Any  and  all  salaries  paid  to  officers,  directors  or  managers  shall  be 
reasonable  in  amount  and  commensurate  with  their  duties  and  responsi- 
bilities in  connection  with  the  investment  trust  business. 

10.  Limitation  of  Commission. 

No  commission  or  discount  for  the  sale  of  stock  of  an  investment  trust 
or  for  the  sale  of  certificates  evidencing  the  beneficial  interests  in  an 
investment  trust  shall  be  in  excess  of  ten  per  cent  (10%). 

Any  expense,  commission  or  discount  incurred  in  the  sale  of  such 
securities  shall  be  written  off  the  books  out  of  the  profits  over  such 
reasonable  period  of  time  as  is  consistent  with  sound  accounting  practice 
and  as  recommended  by  a  certified  public  accountant  of  approved  stand- 
ing. 

11.  Five  Per  Cent  Diversification. 

None  of  the  funds  of  an  investment  trust  in  excess  of  five  per  cent 
(5%)  thereof  shall  be  invested  in  the  securities  of  any  one  corporation 
or  in  a  single  business  enterprise. 

12.  Securities  Dealt  in  Must  Have  Earning  Record. 

The  fimds  of  an  investment  trust  should  not  be  invested  in  the  securi- 
ties of  any  corporation  unless  the  business  carried  on  by  the  corporation 
has  been  in  successful  operation  for  at  least  three  years,  save  and  except 
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however,  where  and  when  good  cause  exists  that  the  application  of  this 
provision  will  prove  injurious  to  the  operation  of  the  investment  trust, 
then  only  to  the  extent  of  not  more  than  twenty  per  cent  (20%)  of  its 
resources  the  investment  trust  may  invest  in  securities  of  more  recently 
organized  companies. 

13.  Limit  on  Unsecured  Indebtedness. 

An  investment  trust  shall  not  create  any  temporary  indebtedness  in 
excess  of  fifty  per  cent  (50%)  of  its  current  assets,  inclusive  of  the  free 
and  unpledged  securities  carried  at  their  fair  market  value,  nor  shall 
any  such  indebtedness,  inclusive  of  any  extension,  be  made  for  a  longer 
period  than  is  consistent  with  good  business. 

14.  Financial  Statement. 

A  company  engaged  in  business  as  an  investment  trust  shall  submit 
to  this  Department  semi-annually,  certified  financial  reports  showmg 
the  assets  and  liabilities,  including  therein  all  contingent  liabilities,  and 
a  detailed  profit  and  loss  statement  for  the  period. 

Such  financial  report  shall  be  compiled  by  an  independent  certified 
public  accountant  in  public  practice  and  a  copy  sent  to  the  share  or 
certificate  holders  of  the  trust.  The  said  financial  statement  shall  also 
show  whether  the  securities  owned  are  carried  at  cost  or  market  price. 

15.  Dissemination  of  List. 

Every  trust  or  company  engaged  in  the  business  of  an  investment 
trust  shall  semi-annually  transmit  and  submit  to  its  stockholders  or 
holders  of  certificates  of  beneficial  interest,  a  list  of  all  the  securities 
owned  and  dealt  in  by  it  during  that  period,  a  copy  thereof  to  be  filed 
with  this  Department. 

16.  Literature. 

Literature  of  all  kinds  and  descriptions  circulated  and  disseminated 
by  those  engaged  in  the  investment  trust  business  shall  clearly  and 
accurately  describe  the  character  and  nature  of  the  business  and  the 
securities  offered. 

17.  Market  Manipulation. 

Those  engaged  in  an  investment  trust  business  shall  not  buy  on  margin 
or  sell  short  or  participate  in  any  manner  in  blind  pools  and  unfair 
market  manipulations. 

18.  Surplus — Reserve. 

The  trust,  or  those  engaged  in  the  business  of  an  investment  trust, 
shall  be  required  to  maintain  an  accumulated  surplus  or  reserve  before 
declaring  any  dividends.  The  trust,  or  those  engaged  in  the  business, 
shall  set  aside,  before  declaring  a  dividend,  ten  per  cent  (10%)  of  the 
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profits  of  the  period  covered  by  the .  dividends,  or  a  reserve  for  con- 
tingencies until  such  reserve  shall  amount  to  twenty-five  per  cent  (25%) 
of  the  paid  up  capital  stock  or  in  the  case  of  common  law  trusts, 
twenty-five  per  cent  (25%)  of  the  trust,  unless  the  accumulation  of  such 
surplus,  by  the  express  provision  of  law,  would  cause  to  invoke  a 
penalty. 

Ohio,  West  Virginia,  and  some  other  states  followed  the 
drastic  policy  of  clamping  down  the  lid,  for  the  time  being, 
on  all  investment  trusts.  The  legal  departments  of  New  Jer- 
sey and  one  or  two  other  states  made  investigations  of  their 
own  and  came  to  the  decision  that  no  special  regulation  was 
necessary.    Still  others  adopted  a  waiting  policy. 

The  present  situation,  in  so  far  as  public  regulation  is  con- 
cerned, is  chaotic.  Until  the  key  to  sane  regulation  is  found 
or  the  idea  of  regulation  is  abandoned,  investment  trusts 
are  in  a  perplexing  position  and  are  hampered  in  developing 
and  maintaining  or  planning  a  national  distribution  for  their 
securities. 

The  suggestion  has  been  made  that  the  Federal  govern- 
ment itself  may  step  into  the  picture.  Chairman  McFadden 
of  the  House  Committee  on  Banking  and  Currency,  in  a 
speech  before  the  House  of  Representatives  on  February  29, 
1928,  said: 

When  half  of  the  investments  in  our  American  trusts  are  in  foreign 
securities,  it  may  be  necessary  to  place  investment  trusts  under  the 
regulation  and  control  of  the  Federal  Reserve  Board  by  amending  the 
Federal  Reserve  Act. 

Concerning  the  constitutionality  of  Federal  regulation 
there  might  be  reasonable  doubt.  The  suggestion  for  Federal 
action  has  little  likelihood  of  early  acceptance  and  is  of  aca- 
demic interest  only. 

It  is  believed  that  if  New  York  adopted  regulation,  the 
situation  would  tend  to  clarify  itself.  It  may  develop  that 
no  regulation  would  be  needed  other  than  that  of  New  York. 
The  large  preponderance  of  investment  trusts  would  come 
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within  the  scope  of  the  New  York  law  in  any  case,  and  the 
moral  effect  of  the  act  would  doubtless  be  such  as  to  lead 
most,  if  not  all,  of  the  legitimate  investment  trusts  outside 
of  New  York  to  quahfy  thereunder.  Such  regulation  as  other 
states  adopted  would  probably  largely  follow  the  lead  of 
New  York.  Some  approach  to  uniformity,  under  those  con- 
ditions, could  reasonably  be  expected. 

THE      CASE      FOR     PUBLIC      SUPERVISION 

The  case  for  regulation  depends,  in  the  last  analysis,  upon 

the  answer  to  the  question: 

"Are  investment  trusts  affected  with  a  public  interest?" 
The  problem  was  clearly  set  forth  by  Attorney-General 

Ottinger  of  New  York: 

A  trust  performs  none  of  the  functions  of  a  bank  and  does  not  become 
a  general  creditor/debtor  to  the  public  such  as  a  bank  or  trust  com- 
pany or  safe  deposit  company,  which  comes  into  contact  with  the  public 
at  large.  No  one  is  forced  to  purchase  the  securities  of  an  investment 
trust,  but  everyone  is  forced  to  deal  with  banks  and  safe  deposit  com- 
panies. 

The  chief  disadvantage  of  regulation,  therefore,  is  that  it  is  extremely 
doubtful  whether  an  investment  trust  is  a  corporation  affected  with 
such  a  public  interest  that  it  should  be  subject  to  regulation.  The 
general  public  at  large  is  not  interested  but  only  its  shareholders  are 
interested  in  the  integrity  and  management  of  the  trust.  They  are 
not  more  interested  than  the  stockholders  of  any  great  private  corpora- 
tion. Integrity  and  ability  are  desirable  in  the  management  of  all 
great  industrial  corporations,  but  no  one  has  yet  suggested  that  for 
that  reason  the  State  should  demand  supervision  so  as  to  be  able  to 
assume  some  of  the  responsibility  to  the  public  for  the  management  of 
the  corporation. 

This  is  by  far,  therefore,  the  greatest  disadvantage  of  legislation  with 
reference  to  investment  trusts:  that  it  would  provide  for  a  regulation 
of  private  corporations  which  are  not  general  creditors/debtors  to  the 
public  and  in  which  no  one  is  interested  except  the  stockholders,  and 
legislation  would  be  necessarily  paternalistic  in  its  nature. 

If  the  desirability  of  public  control  is  granted,  the  form 
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of  regulation  adopted  must  overcome  certain  diflSculties  which 
will  face  it  at  the  start.  It  must  be  along  lines  which  effec- 
tually prevent  improper  practices  by  investment  trusts,  but 
it  must  not  affect  the  activities  of  other  companies  which  are 
similar  in  many  respects  to  investment  trusts.  That  in  it- 
self is  a  diflBcult  problem.  The  complexity  of  investment 
trust  types  and  forms  mitigates  efforts  looking  toward  uni- 
form treatment. 

The  regulatory  body  must  take  it  upon  itself  to  decide  just 
what  are  improper  practices;  this,  too,  is  a  stumblingblock. 
There  should  be  no  loophole  for  regulation  to  concern  itself 
with  the  contents  of  the  investment  trust's  portfolio,  which 
is  a  problem  for  experts.  On  the  other  hand,  regulation 
should  not  be  such  as  to  give  the  impression  to  the  public 
that  the  portfolio  of  any  given  investment  trust  has  been 
approved. 

//  these  and  related  difficulties  can  he  overcome,  public 
regulation  may  be  counted  upon  to  safeguard  in  some  de- 
gree the  purchases  of  investors,  to  stabilize  the  industry  as 
a  whole,  and  to  lend  its  moral  suasion  in  the  direction  of 
sound  methods  and  ethical  conduct. 

REGULATION    FROM    WITHIN 

Apparently  most  investment  trusts  came  through  the  wave 
of  public  inspection  with  a  clean  bill  of  health.  The  rela- 
tively unimportant  group  which  was  found  wanting  has,  to 
a  great  extent,  set  its  own  house  in  order.  A  by-product 
of  the  public  regulatory  movement  has  been  a  certain  meas- 
ure of  reform  from  within.  Regardless  of  the  outcome  of 
regulatory  proposals,  it  will  be  much  more  difl&cult  hereafter 
for  new  investment  trusts  to  sell  their  securities  without,  so 
to  speak,  first  presenting  their  credentials. 

The  better  investment  trusts  have  been  alive  to  the  need 
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for  keeping  the  industry  clean.  It  is  no  secret  that  invest- 
ment trust  executives  in  New  York,  since  the  beginning  of 
1928,  have  met  together  at  intervals  to  discuss  mutual  prob- 
lems and  promote  public  confidence.  A  continuation  of  these 
activities  can  have  no  other  than  a  wholesome  effect. 

A  fair  comparison  might  be  drawn  between  the  invest- 
ment trust  movement  to-day  and  life  insurance  companies 
in  1906.  Rapid  growth  of  the  life  insurance  field  reached 
its  climax  in  that  year  with  the  Hughes  investigation,  which 
produced  a  sobering  effect.  As  a  result,  life  insurance  com- 
panies became  stronger  than  ever  and  are  now  absolutely 
indispensable.  The  lesson,  when  applied  to  investment  trusts, 
has  point. 


Chapter  XVIII 

PLACE  OF  INVESTMENT  TRUSTS  IN  AMERICAN 
FINANCE 

Potential  Field  for  Growth. — Services  to  Investors. — Social  Consid- 
erations.— Economic  Significance. — Effect  Upon  Security  Markets. 

POTENTIAL    FIELD    FOR    GROWTH 

There  is  no  doubt  that  the  investment  trust  is  here  to  stay 
and  to  grow.  The  services  which  it  performs  are  too  useful 
to  permit  any  falHng  by  the  wayside  on  the  part  of  the  in- 
vestment trust  movement  as  a  whole.  Doubtless  there  will 
be  some  weeding  out  of  investment  trusts  which  are  im- 
properly conducted  or  insufficiently  financed,  but  the  ines- 
capable conclusion,  to  any  one  who  has  come  in  contact 
with  the  main  body  of  investment  trust  executives,  is  that 
these  individuals  mean  to  stay  in  business  and  are  thoroughly 
capable  of  doing  so. 

The  question,  rather,  is  how  rhuch  further  headway  the  in- 
vestment trust  movement  can  make.  The  prophecy  was 
voiced  on  the  floor  of  Congress  that  within  the  next  10  years 
the  United  States  would  have  at  least  500  different  invest- 
ment trusts,  with  resources  of  over  $10,000,000,000.  That 
estimate  does  not  appear  beyond  the  range  of  possibility. 

Theoretically,  the  saturation  point  will  be  reached  when 
the  supply  of  investments  suitable  for  purchase  by  invest- 
ment trusts  is  exhausted.  The  New  York  Stock  Exchange 
alone  has  not  far  from  $100,000,000,000  of  securities,  and 
most  of  them  come  well  within  the  range  of  the  investment 
trusts.  Percy  Livingston  Bryning,  a  well-known  profes- 
sional accountant,  has  pointed  out: 

240 
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When  people  suggest  that  there  are  too  many  trusts  already  operating 
here  they  overlook  the  fact  that  even  2000  trusts  of  large  size,  if  each 
purchased  the  usual  fraction  of  an  investment  that  its  capitalization 
would  permit,  would  hardly  begin  to  absorb  more  than  one-third  of  the 
total  outstanding  common  stock  of  the  Steel  corporation,  for  example. 
There  still  would  be  a  few  hundred  other  big  corporations  in  the  United 
States  alone  out  in  the  cold  waiting  for  similar  action  by  some  of  the 
trusts. 

Practically,  a  saturation  point  may  be  reached  with  the 
limit  of  demand  for  securities  issued  by  investment  trusts. 
Judging  from  the  success  of  investment  trusts  in  marketing 
their  securities,  that  point  is  still  far  in  the  distance.  If  the 
15,000,000  to  20,000,000  American  investors  each  owned  in- 
vestment trust  securities  in  the  amount  of  $3,000 — which 
is  a  conservative  estimate  for  the  present  average  holding  of 
investment  trust  securities — the  total  of  investment  trust 
securities  outstanding  would  be  $45,000,000,000  to  $60,000,- 
000,000. 

SERVICES      TO      INVESTORS 

It  is  worth  inquiring  into  the  economic  place  of  the  in- 
vestment trust — first,  in  its  relation  to  the  investor  and,  sec- 
ondly, in  its  relation  to  the  nation's  business  and  social  de- 
velopment. 

For  the  investor,  the  investment  trust,  apart  from  its  func- 
tion of  providing  a  safe  and  profitable  medium  for  the  em- 
ployment of  funds,  performs  many  useful  services.  Its  prin- 
cipal advantage  is,  of  course,  a  degree  of  diversification  which 
the  investor,  acting  alone,  could  not  probably  obtain.  The 
various  kinds  of  investment  trusts  have  their  own  particular 
point  of  appeal,  but  together  they  offer  some  or  all  of  these 
services : 

(1)  Selection  of  the  securities  in  the  investment   fund 
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is  accomplished  with  greater  skill  than  the  average  investor 
has  at  his  command. 

(2)  Management  of  the  investment  fund  (in  most  invest- 
ment trusts)  enables  the  investor  to  secure  the  benefit  of 
expert  service  in : 

(a)  Avoiding  losses. 

(b)  Taking  profits. 

(c)  Making  the  most  of  favorable  investment  opportuni- 
ties as  they  arise. 

(3)  The  investment  trust,  through  its  larger  facilities,  can 
usually  obtain  more  information  than  the  private  investor 
concerning  a  given  security  and,  being  in  the  position  of  a 
substantial  stockholder  or  bondholder,  can  frequently  ex- 
tract more  complete  and  reliable  information  from  corpora- 
tion officials. 

(4)  If  it  buys  securities  in  substantial  blocks,  the  invest- 
ment trust  can  frequently  take  advantage  of  discounts  which 
are  customarily  offered  by  underwriting  houses  to  members 
of  a  so-called  selling  group. 

(5)  The  investment  trust,  by  its  fairly  continuous  security 
purchases,  tends  to  average  out  the  cost  of  these  purchases 
over  some  length  of  time,  whereas  the  private  investor  is 
liable  to  make  the  mistake  of  buying  in  a  lump  sum  during  a 
period  when  security  prices  are  high. 

(6)  If  the  investor,  acting  for  himself,  purchased  indi- 
vidual securities  in  small  amounts,  he  would  probably  have 
to  pay  greater  premiums  and  commissions  than  are  paid  in 
their  purchase  by  the  investment  trust,  which  reduces  these 
expenses  to  a  minimum.  If,  on  the  other  hand,  the  investor 
desired  to  sell  his  individual  holdings,  he  would  again  have 
to  pay  greater  premiums,  commissions,  and  stamp  taxes  than 
he  pays  when  he  sells  his  investment  trust  securities. 

(7)  The  investor  saves  the  time,  worry,  and  expense  of 
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looking  after  his  own  investments.    He  finds  in  the  invest- 
ment trust  an  effective  antidote  for  the  ticker  tape  curse. 

(8)  The  investment  trust  frees  the  investor  from  a  mass 
of  detail  and  annoyance  which  is  involved  in  custodianship 
and  supervision  of  securities,  such  as: 

(a)  Collection  of  many  dribbling  dividend  and  interest 
checks. 

(b)  Many  notifications  of  change  of  address  every  time 
the  investor  moves. 

(c)  Proxies  which  must  be  handled  in  connection  with 
annual  and  special  meetings  of  stockholders. 

(d)  Trouble  and  delay  incident  to  the  sale  or  exercise  of 
numerous  subscription  rights  or  other  privileges,  sale  or  re- 
tention of  stock  dividends  and  the  recording  thereof,  etc. 

(e)  Listing  of  the  investor's  name  on  the  books  of  num- 
erous transfer  agents,  with  the  result  that  the  investor  is 
subjected  to  scrutiny  by  taxing  authorities  or  pestered  by 
selling  literature  from  unknown  persons  who  have  obtained 
his  name  from  lists  of  stockholders. 

(9)  Money  is  saved  to  the  investor  by  reason  of  the  fact 
that  the  investment  trust,  in  selling  subscription  rights  or 
stock  dividends,  has  many  of  these  to  sell  together,  and  can 
therefore  usually  get  a  better  price  for  them  than  can  the 
individual  investor  who  has  only  one  subscription  right  or 
stock  dividend  to  dispose  of  at  a  time. 

(10)  The  investment  trust  makes  sure  that  subscription 
rights  or  other  privileges  will  not  go  unnoticed  and  that 
bonds  or  stocks  which  have  been  called  for  payment  will  be 
turned  in  promptly.  Neglect  of  these  matters  has  fre- 
quently caused  substantial  losses  to  private  investors. 

(11)  The  bothersome  income  tax  problem  is  simplified, 
since  the  investment  trust  consoHdates  many  items  of  in- 
come which  the  investor  merely  lumps  together  in  his  return. 
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(12)  There  is  simplification  and  frequently  a  material 
saving  in  connection  with  payment  of  inheritance  taxes  and 
administration  costs  entailed  in  settling  an  estate. 

(13)  The  investor  often  has  a  more  immediate  market 
for  his  investment  trust  holdings  than  he  would  have  for  an 
assortment  of  individual  securities,  some  of  which  may  not 
be  so  readily  and  quickly  salable. 

(14)  Investment  trust  securities  frequently  furnish  better 
loan  collateral  than  an  assortment  of  individual  securities. 

(15)  Combining  many  securities  in  one,  the  investment 
trust's  securities  are  everlastingly  more  convenient  for  han- 
dling and  safe  deposit  than  are  certificates  for  a  varied  group 
of  securities. 

SOCIAL    CONSIDERATIONS 

The  investment  trust,  so  long  as  it  represents  wide  indus- 
trial and  geographical  diversification,  is  unique  because  it 
offers  to  the  investor  a  security  of  which  he  cannot  have  too 
much. 

The  investor,  for  example,  may  feel  quite  properly  that 
not  over  10  per  cent  of  his  funds  should  be  invested  in  Ameri- 
can Telephone  &  Telegraph  stock  or  any  other  security,  no 
matter  how  good.  But  in  the  sound  investment  trust  he  can 
safely  put  100  per  cent  of  his  funds  without  weakening  his 
position. 

The  effect  of  the  investment  trust  movement  upon  the  in- 
vestor should  be  to  make  him  more  "investment  conscious" 
than  he  is  to-day.  Instead  of  buying  securities  indiscrimi- 
nately on  the  advice  or  tip  of  some  friend,  as  he  has  fre- 
quently done  in  the  past,  the  investor  is  more  likely  to  in- 
quire into  the  true  nature  of  investment  and  consciously  or 
unconsciously  to  educate  himself  in  the  theories  of  scientific 


PLACE  OF  INVESTMENT  TRUSTS  245 

investing.  The  investment  trust,  if  it  does  nothing  else, 
will  teach  him  the  meaning  of  an  investment  program. 

It  also  seems  likely  that  the  investment  trust  will  further, 
among  present  investors  as  well  as  among  individuals  who  are 
not  now  among  the  ranks  of  investors,  the  investment  habit. 
The  investment  trust  movement  is  in  the  direction  of  in- 
creasing the  volume  of  securities  purchased  by  investors  and 
fostering  thrift. 

Because  the  investment  trust  is  in  competition  with  the 
"white  collar  bandits" — fraudulent  security  salesmen — and 
because  its  influence  is  on  the  side  of  conservative  invest- 
ment, there  should  result  a  diminution  in  the  harvest  which 
is  reaped  each  year  by  unscrupulous  promoters.  Likewise 
the  investment  trusts  by  their  conservative  teachings  may 
be  counted  upon  to  offset  in  part  the  exaggerated  and  harm- 
ful tendency  toward  speculation  which  has  been  of  late  so 
much  in  evidence. 

An  important  effect  which  may  be  looked  for  from  the  ac- 
tivities of  investment  trusts  is  destruction  of  the  barrier  of 
provincialism  which  besets  the  minds  of  many  investors. 
The  investment  trust  which  buys  securities  of  corporations 
covering  the  48  states  will  guide  the  investor  to  think  in 
national  rather  than  local  terms.  The  investment  trust  which 
operates  internationally  will  inevitably  lead  the  American 
investor  to  become  internationally  minded. 

By  extending  the  ownership  of  corporate  securities  and 
spreading  the  gospel  of  capitalism,  the  investment  trust  is 
unwittingly  a  powerful  force  in  opposition  to  socialistic 
doctrine. 

ECONOMIC     SIGNIFICANCE 

From  a  purely  economic  standpoint,  the  function  of  the 
investment  trust  is  to  mobilize  the  funds  of  investors  through- 
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out  the  country  and  place  them  where  they  will  be  most  pro- 
ductive to  commerce  and  industry  at  large.  The  investment 
trust  is  therefore  a  useful  medium  in  financing  commercial 
and  industrial  growth. 

The  economic  function  of  the  investment  trust  is  precisely 
that  of  the  bank — supplying  money  where  it  is  needed.  Al- 
though the  investment  trust  is  popularly  conceived  as  a 
medium  for  investment,  its  economic  importance,  in  the  final 
analysis,  is  to  be  measured  by  the  usefulness  of  its  product. 
Just  as  a  manufacturing  corporation  exists  by  reason  of  the 
fact  that  it  supplies  a  product  for  which  there  is  demand,  so 
the  investment  trust  exists  by  reason  of  the  fact  that  it,  by 
buying  bonds  and  stocks,  furnishes  money  which  is  required 
by  commerce  and  industry.  The  only  fundamental  difference 
between  the  part  played  by  a  commercial  bank  and  that 
played  by  an  investment  trust  is  in  the  typical  character  of 
the  security  purchased — promissory  notes,  in  the  former 
case ;  bonds  and  stocks,  in  the  latter. 

Those  investment  trusts  which  engage  in  the  purchase  of 
foreign  securities  may  be  counted  upon  to  promote  the  posi- 
tion of  New  York  as  an  international  money  center  and  the 
position  of  the  United  States  as  a  creditor  nation.  Their 
effect  will  also  be  to  build  up  the  economic  development  of 
foreign  countries  and  to  foster  growth  of  our  foreign  trade. 

The  interesting  possibility  is  presented  that  investment 
trusts  may  prove  to  be  of  valuable  assistance  to  the  nation 
in  case  of  war.  Had  investment  trusts  been  in  existence  in 
the  United  States  during  the  World  War,  they  would  doubt- 
less have  absorbed  large  volumes  of  Liberty  Loans  and  would 
have  been  instrumental  in  selling  Liberty  bonds  to  their 
own  security  holders.  The  investment  trusts  would  probably 
have  been  of  great  aid  in  floating  the  securities  of  the  War 
Finance  Corporation  and  other  enterprises  formed  under 
government  auspices  during  and  after  the  war. 
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In  the  investment  banking  field,  investment  trusts  are 
becoming  an  important  channel  for  the  absorption  of  new 
security  issues.  One  result  of  the  investment  trusts  is  to 
maintain  equilibrium  in  the  market  for  new  security  issues 
during  the  long  process  of  "seasoning" — that  weathering 
process,  in  the  investment  markets,  through  which  all  se- 
curity issues  must  go  before  they  become  accepted  as  tested 
investments. 

Whereas  the  individual  investor,  after  purchasing  a  new 
issue,  frequently  takes  alarm  and  sells  it  back  on  the  mar- 
ket, the  investment  trust  buys,  relatively  speaking,  "for 
keeps,"  and  hence  tends  to  stabilize  the  price  of  new  securi- 
ties. The  investment  trust,  viewed  in  this  light,  is  a  staunch 
friend  of  the  investment  bankers. 

Because  the  investment  trust  exercises  particular  discrimi- 
nation as  to  the  securities  which  it  buys,  its  influence  must 
be  in  the  direction  of  raising  the  quality  of  securities  in  gen- 
eral. More  and  more,  the  flotations  of  new  security  issues 
must  meet  the  standards  set  by  investment  trusts  if  they 
are  to  find  placement.  And,  with  respect  to  securities  which 
have  already  been  tested  on  the  markets,  the  better  class  of 
these  securities  is  likely  to  be  popularized  through  the  leader- 
ship exercised  by  investment  trusts.  Such  popularization 
has  been  noticeable  in  the  case  of  high  grade  industrial  stocks, 
and  is  unquestionably  due  in  part  to  the  attention  which 
many  investment  trusts  have  focused  on  this  type  of  in- 
vestment. 

An  important  effect  of  investment  trusts,  sometimes  over- 
looked, will  be  to  enhance  the  wise  and  efficient  administra- 
tion of  business  in  general.  The  investment  trusts  col- 
lectively usually  represent  a  substantial  holding  of  any  one 
security  and  perhaps  a  substantial  voting  power.  They  are 
thus  in  a  position  to  make  felt  their  influence  upon  the  man- 
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agement  Qf  corporations  in  the  interests  of  efficient  admin- 
istration and  wider  corporate  publicity. 

The  investment  trust  also  may  be  a  factor  in  mobilizing  the 
influence  of  stockholders  and  bondholders  when  the  affairs 
of  a  corporation  are  open  to  question.  By  taking  prompt  ac- 
tion in  making  its  weight  felt  with  the  management,  the 
investment  trust  could  possibly  prevent  a  course  leading 
to  disaster.  The  investment  trust  may  also  take  the  initia- 
tive in  forming  protective  committees. 

In  these  instances,  the  investment  trust  would  act  not 
only  for  itself  but  for  the  entire  group  of  security  holders  of 
the  corporation  concerned. 

EFFECT    UPON    SECURITY    MARKET 

It  is  not  uncommon  to  read  in  the  financial  columns  that 
investment  trusts  are  responsible  for  activity  or  depression, 
as  the  case  may  be,  in  the  security  markets.  Gross  exaggera- 
tion has  characterized  such  discussions.  For  want  of  a  better 
explanation  of  fluctuations  in  the  security  markets,  the  in- 
vestment trusts  are  oftentimes  "the  goat." 

While  investment  trusts  are  growing,  their  influence  upon 
the  security  markets  would  appear  to  be  a  buoyant  one.  The 
placing  of  securities  within  the  vaults  of  investment  trusts  in 
increasing  volume  reduces  the  quantity  of  securities  which 
have  a  free  play  in  the  investment  markets — the  so-called 
floating  supply  of  securities.  Particularly  is  this  true  for 
investment  trusts  which  specialize  in  one  industry,  and  those 
which  contemplate  the  exercise  of  management  in  only  a 
small  degree  or  not  at  all.  These  investment  trusts  con- 
fine their  purchases  within  a  limited  group  or  list  of  securi- 
ties, and  the  buoyant  force  of  their  activities  is  concentrated 
on  those  securities. 

So  far  as  the  investor  is  concerned,  the  buoyant  eff'ect  of 
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investment  trust  activities  would  appear  to  be  a  favorable 
argument  for  placing  his  funds  in  these  enterprises.  The 
presumption  is  that  continued  growth  of  investment  trusts 
will  result  in  increasing  the  values  of  their  portfolios  and 
consequently  will  add  to  the  profits  of  investors. 

Certain  qualifying  factors,  however,  need  to  be  taken  into 
consideration.  The  great  number  of  general  trusts  follow 
the  policy  of  buying  when  securities  are  low  and  selling  when 
they  are  high.  They  reverse  the  procedure  of  the  average 
investor,  whose  psychology  inclines  him  to  buy  "at  the  top" 
and  sell  "at  the  bottom."  Thus  the  general  trusts  furnish 
a  backlog  which  tends  to  iron  out  the  fluctuations  in  the  se- 
curity markets.  So  long  as  there  are  in  existence  a  large 
number  of  general  trusts,  they  may  be  counted  upon  to  off- 
set in  great  degree  the  buoyant  effect  of  investment  trust 
growth  as  a  whole. 

The  investment  trust,  in  the  end,  cannot  greatly  increase 
the  potential  investing  capacity  of  the  American  public. 
What  it  can  chiefly  hope  to  do  is  to  divert  this  capacity  from 
speculation  to  investment.  Individuals  who  formerly  pur- 
chased New  York  Stock  Exchange  securities  directly  now 
purchase  them  largely  through  the  medium  of  the  investment 
trust.  To  a  great  extent,  the  purchase  of  such  securities  for 
investment  trust  account  must  be  balanced  by  diminished 
purchases  on  the  part  of  individuals. 

The  available  supply  of  securities  purchased  by  investment 
trusts  is  constantly  being  increased  through  the  introduc- 
tion of  new  capital,  including  common  stock  financing  by 
corporations  to  take  care  of  their  normal  growth.  For  ex- 
ample, New  York  Central,  American  Telephone  and  Tele- 
graph, United  States  Steel,  and  others  have  recently  greatly 
enlarged  their  stock  capitalization  by  offering  rights  to  new 
stock  and  by  issuing  stock  dividends.  Many  of  our  large 
corporations  now  make  a  practice  of  thus  enlarging  their 
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capitalization  at  regular  intervals.  Even  if  the  available 
supply  of  stock  exchange  securities  for  purchase  by  invest- 
ment trusts  were  limited,  the  investment  trusts  would  have 
to  multiply  nearly  one-hundred  fold  before  cornering  that 
supply. 

It  must  be  borne  in  mind  that  the  wide  distribution  of  se- 
curities effected  by  customer  ownership  and  employee  owner- 
ship campaigns  and  purchases  on  the  part  of  small  investors 
for  strong  box  account  are  factors  of  much  greater  importance 
in  withdrawing  securities  from  the  stock  market  than  are  in- 
vestment trust  activities.  The  tendency  is  universally  recog- 
nized as  sound  and  beneficial.  In  the  long  run,  the  effect  of 
such  purchases,  whether  for  investment  trusts,  customer  own- 
ership, employee  ownership  or  strong  box  account,  must  be 
to  reduce  speculation  and  to  enhance  the  interest  of  inves- 
tors by  and  large  in  the  wise  and  efficient  management  of 
our  corporations. 

The  ultimate  effect  of  investment  trusts  upon  the  security 
markets,  in  the  event  that  they  were  at  any  time  to  stop 
growing,  would  be  even  less  noticeable.  Prices  of  securities 
are  not  determined  by  the  available  supply,  but  by  the  com- 
parative activity  on  the  buying  side  as  against  the  selling 
side.  Hence  the  influence  of  the  investment  trusts  would  no 
longer  be  buoyant,  but  would  continue  to  be  a  stabilizing  one, 
by  reason  of  the  fact  that  sales  and  purchases  for  portfolio 
account  would  exactly  balance  each  other. 

Likewise  in  the  call  money  market,  investment  trusts  may 
be  counted  upon  to  work  for  equilibrium.  High  rates  attract 
investment  trust  cash  to  the  call  money  market,  with  re- 
sultant reduction  in  rates,  and  vice  versa. 

All  in  all,  the  investment  trust  movement,  properly 
guided,  will  doubtless  be  an  important  factor  making  for 
stability,  prosperity,  and  social  progress. 
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CLASSIFIED  DIRECTORY  OF  AMERICAN  INVESTMENT 

TRUSTS 

Note — Many  investment  trusts  are  sponsored  by  a  group  of  invest- 
ment banking  houses.  Thus  Continental  Securities  Corporation  is  af- 
filiated with  J.  Henry  Schroder  Banking  Corporation,  Lee,  Higginson 
&  Company,  Brown  Brothers  &;  Company,  and  Clark,  Dodge  &  Company. 
For  purposes  of  brevity,  not  more  than  one  affiliation  in  each  case  is 
given  here. 

In  directing  correspondence  to  investment  trusts,  it  is  desirable  to  insert 
the  names  of  the  affiliations  below  the  address,  since  there  are  a  sub- 
stantial number  of  investment  tnists  with  no  addresses  other  than  those 
of  the  principal  banking  or  underwriting  affiliations  or  fiscal  agents. 

The  abbreviations  in  the  third  column  refer  to  the  form  of  the  invest- 
ment trust: 

S — Statutory  trust 
C — Contractual  trust 
*C — Unit  share  contractual  trust. 

Abbreviations  appearing  in  the  fourth  column,  for  character  of  port- 
folio, are  self-explanatory,  with  the  possible  exception  of: 

Fin. — Financial  stock  trusts. 
The  scheme  of  classification  employed  here  is  outlined  in  chapter  two 
of  this  volume.    The  list  was  compiled  as  of  July  1,  1928. 


Investment  trust 

Aeronautical  Industries,  Inc.,  7  Wall  St., 

New  York,  N.  Y. 
Affiliated   Investors,   Inc.,    120  Broad- 
way, New  York,  N.  Y. 
Aldred  Investment  Trust,  19  Congress 

St.,  Boston,  Mass. 
Alexander    Fund,    Land    Title    Bldg., 

Philadelphia,  Pa. 
Alliance  Investment  Corp.,  213  S.  Broad 

St.,  Philadelphia,  Pa. 
Allied  Capital  Corp.,  331  Madison  Ave., 

New  York,  N.  Y. 
Allied  International  Investing  Corp.,  5 

Nassau  St.,  New  York,  N.  Y. 
Allied  Investors,  Inc.,   120  Broadway, 

New  York,  N.  Y. 
Amalgamated  Investors,  Inc.,  11  Union 

Sq.,  New  York,  N.  Y. 


Principal  banking  or 
underwTiting   affilia- 
tion or  fiscal  agent 

Form 

Portfolio 

Year 
organized 

W.  W.  Townsend  & 

Co. 
Craigmyle  &  Co. 

S 
S 

Aviation 
General 

1928 
1927 

Old  Colony  Corp. 

S 

General 

1927 

None 

C 

General 

1907 

Gerstley,  Sunstein  & 

Co. 
None 

s 
s 

General 
Fin. 

1925 
1928 

Kean,  Taylor  &  Co. 

s 

General 

1927 

Roura  &  Reed 

s 

General 

1927 

Amalgamated  Bank 

C 

General 

1926 

251 

252 
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Investment  trust 

American  Associated  Investors  Corp., 

100  Broadway,  New  York,  N.  Y. 
American  Basic-Bueiness  Shares  Corp., 

67  WaU  St.,  New  York,  N.  Y. 

Fixed  Trust  Shares 
American   Bond   &   Share   Corp.,   945 

Main  St.,  Bridgeport,  Conn. 
American  Bondholders  &  Share  Corp., 

100  Broadway,  New  York,  N.  Y. 
American,  British  &  Continental  Corp., 

15  Exchange  PL,  Jersey  City,  N.  J. 
American  Capital  Corp.,  727  W.  7th  St., 

Los  Angeles,  Cal. 
American  European  Securities  Co.,  36 

WaU  St.,  New  York,  N.  Y. 
American  Investment  Co.,  720  Murray 

Ave.,  Milwaukee,  Wis. 
American  Investment  Corp.,  1  Federal 

St.,  Boston,  Mass. 
American  Investors,  Inc.,  120  Broadway 

New  York,  N.  Y. 
American,  London  &  Empire  Corp.,  26 

Exchange  Place,  New  York,  N.  Y. 
American  Securities  Shares,  418  OUve 

St.,  St.  Louis,  Mo. 
American    Trustee    Share    Corp.,    165 

Broadway,  New  York,  N.  Y. 

Diversified  Trustee  Shares 

Diversified  Trustee  Shares,  Series  B 
American  &  Continental  Corp.,  28  Nas- 
sau St.,  New  York,  N.  Y. 
American  <&  Foreign  Share  Corp.,  100 

State  St.,  Albany,  N.  Y. 
American  &  Overseas  Investing  Corp., 

120  Broadway,  New  York,  N.  Y. 
American  &  Scottish  Investment  Co., 

112  W.  Adams  St.,  Chicago,  111. 
Andrews  (F.  L.)  Investment  Trust,  162 

Bank  St.,  Fall  River,  Mass. 
Association  for  Mutual  Investment,  30 

Federal  St.,  Boston,  Mass. 
Atlantic  Securities  Co.,  10  Post  Office 

Sq.,  Boston,  Mass. 
Atlantic  &  Pacific  International  Corp., 

68  William  St.,  New  York,  N.  Y. 
Bakers  Share  Corp.,  61  Broadway,  New 

York,  N.  Y. 
Bankers  Holding  Trust,  Inc.,  7  Wall  St., 

New  York,  N.  Y. 
Bankers  Investment  Trust  of  America, 

37  WaU  St.,  New  York,  N.  Y. 
Bankers  Securities  Trust  of  America, 

115  Broadway,  New  York,  N.  Y. 
Bankinstocks  Holding  Corp.,  25  Broad 

St.,  New  York,  N.  Y. 
Bankstocks  Corporation  of  Maryland, 

Keyser  Bldg.,  Baltimore,  Md. 
Beacon   Participations,    Inc.,   31    Milk 

St.,  Boston,  Mass. 


Principal  banking  or 
underwriting  affilia- 
tion or  fiscal  agent 

Form 

Portfolio 

Year 
organized 

Frazier  &  Co.,  Inc. 

S 

General 

1928 

F.  J.  Lisman  &  Co. 

•c 

Com.  St. 

1927 

E.  B.  Merritt  &  Co. 

s 

General 

1925 

Myron  S.  HaU  &  Co. 

s 

General 

1927 

J.  Henry  Schroder 

Banking  Corp. 
Bonbright  &  Co.,  Inc. 

s 

8 

General 
General 

1926 
1928 

A.  Iselin  &  Co. 

s 

Pub.  Ut. 

1927 

None 

S 

General 

1914 

Wm.  G.  Haseltine 

S 

General 

1927 

Tucker,  Anthony  & 

Co. 
Gilbert  Eliott  &  Co. 

S 
S 

General 
Fin. 

1928 
1928 

Lewis  W.   Thomson 
&  Co.,  Inc. 

c 

Com.  St 

1927 

Throckmorton  &  Co. 
Throckmorton  &  Co. 
DiUon,  Read  &  Co. 

*c 
*c 

S 

Com.  St. 
Com.  St. 
General 

1925 
1927 
1924 

None 

s 

General 

1927 

Baker,KeUogg&Co., 

Inc. 
George  M.   Forman 

&Co. 
Frank  L.  Andrews 

s 

S 
S 

General 
General 
General 

1927 

1928 
1926 

Atlantic-MerriU  Old- 
ham Corp. 

Atlantic-MerriU  Old- 
ham Corp. 

None 

c 

s 

S 

Com.  St. 

General 

General 

1926 
1928 
1928 

G.  &  A.  Seligmann 

s 

General 

1927 

R.  W.  Evans  &  Co. 

s 

General 

1924 

None 

s 

General 

1927 

None 

s 

Fin. 

1926 

Ralph  B.  Leonard  & 

Co. 
B.  Aubrey  Harris  & 

Co. 
Beacon  Trust  Co.  of 

Boston 

s 
s 
s 

Fin. 
Fin. 
General 

1927 
1925 
1928 
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Boardwalk  Securities  Corp.,  Boardwalk 
National  Arcade  Bldg.,  Atlantic  City, 
N.J. 

Bond  Investment  Trust,  24  Federal  St., 
Boston,  Mass. 

Bond  Investment  Trust  of  America,  24 
Federal  St.,  Boston,  Mass. 

Boston  Personal  Property  Trust,  60 
State  St.,  Boston,  Mass. 

Boston  Securities  Corp.,  209  Washing- 
ton St.,  Boston,  Mass. 

British  Type  Investors,  Inc.,  32  Stone 
St.,  New  York,  N.  Y. 

Brooklyn- Lafayette  Corp.,  69  Lafayette 
Ave.,  Brooklyn,  N.  Y. 

Canadian  Bankstocks,  Inc.,  120  Broad- 
way, New  York,  N.  Y. 

Central  Investors  Corp.,  2  Lafayette 
St.,  New  York,  N.  Y. 

Central  National  Corp.,  Central  Na- 
tional Bank  Bldg.,  New  York,  N.  Y. 

Century   Shares   Trust,   60   State   St., 

Boston,  Mass. 
Chain  Store  Investment  Corp.,  50  Con- 
gress St.,  Boston,  Mass. 
Cincinnati    Combined    Securities    Co., 

Union  Trust  Bldg.,  Cincinnati,  O. 
Colonial  Investors  Corp.,  Citizens  Na- 
tional Bank  Bldg.,  Baltimore,  Md. 
Columbia  Investing  Corp.,  44  Pine  St., 

New  York,  N.  Y. 
Commercial  Finance  Corp.,  19  Congress 

St.,  Boston,  Mass. 
Connecticut  Investment  Trust,  59  Cen- 
ter St.,  New  Haven,  Conn. 
Connecticut   Utilities   Corp.,   66   Pearl 

St.,  Hartford.  Conn. 
Consolidated  Bond  <fe  Share  Corp.,  2 

Rector  St.,  New  York,  N.  Y. 
Consolidated  Stock  &  Debenture  Co., 

Inc.,  149  Broadway,  New  York,  N.  Y. 
Continental  American  Bankshares  Corp., 

19  Warren  St.,  New  York,  N.  Y. 
Continental    Securities    Corp.,    101   E. 

Fayette  St.,  Baltimore,  Md. 
Diversified    Investment    Trust,   5th   & 

Stark  Sts.,  Portland,  Ore. 
Diversified  Securities  Corp.,  Sherwood 

Bldg.,  Spokane,  Wash. 
Domestic  &  Foreign   Investors  Corp., 

137  S.  La  Salle  St.,  Chicago,  111. 
Eastern   Bankers   Corp.,  44  Wall  St., 

New  York,  N.  Y. 
Electric  Investors,  Inc.,  2  Rector  St., 

New  York,  N.  Y. 
Equitable  Investment  Trust,  Inc.,  17th 

&  H  Sts.  N.W,.  Washington,  D.  C. 

Bank  Stock  Trust  Shares,  Series  A 


Principal  banking  or 
underwriting  affilia- 
tion or  fiscal  agent 

Form 

Portfolio 

Year 

organized 

Boardwalk  National 
Bank 

S 

Bonda 

1926 

Harris,  Forbes  &  Co. 

C 

Bonds 

1923 

Harris,  Forbes  &  Co. 

C 

Bonds 

1926 

None 

c 

General 

1893 

H.    R.   Coshnear  & 
Co. 

None 

S 

s 

General 
General 

1928 
1928 

Parker,  Robinson  & 

Co.,  Inc. 
Arnold  &  Co. 

S 

*c 

General 
Fin. 

1928 
1927 

Merchants  Bank  of 

New  York 
Central    National 

Bank  of  the  City 

of  New  York 
Brown  Bros.  &  Co. 

S 

s 
s 

General 
General 

Fin. 

1928 
1928 

1928 

Childs,Jefifries&Co., 

Inc. 
A.  &  J.  Frank  Co. 

s 
*c 

Ch.  Stores 
Com.  St. 

1927 
1924 

Colonial  Mortgage 
Investment  Co. 

A.  M.    Lamport    & 
Co.,  Inc. 

None 

*c 

s 

s 

Com.  St. 

General 

General 

1928 
1927 
1917 

None 

s 

Pub.  Ut. 

1925 

F.  E.  Kingston  &  Co. 

s 

Pub.  Ut. 

1925 

Campbell,  Starring  & 

Co. 
None 

s 
s 

General 
General 

1927 
1927 

None 

s 

Fin. 

1927 

J.  Henry  Schroder 
Banking  Corp. 

Clark,  Kendall  &  Co., 
Inc. 

Murphey,   Favre   & 

Co. 

A.  G.  Becker  &  Co. 

s 
s 
s 
s 

General 
General 
General 
General 

1924 
1927 
1927 
1927 

Bankers  Capital 

Corp. 
Bonbright  &  Co. 

s 

8 

Fin. 
Pub.  Ut. 

1922 
1924 

None 


*C       Fin. 


1927 


254 


AMERICAN  INVESTMENT  TRUSTS 


Investment  trust 

Farmers'  Loan  &  Trust  Co.,  22  William 
St.,  New  York,  N.  Y. 
Investment  Fund  (No.  1) 

Federal  Bond  &  Share  Corp.,  Ellicott 

Sq.,  Buffalo,  N.  Y. 
Federated  Capital  Corp.,   1  Wall  St.. 

New  York,  N.  Y. 
Financial  Investing  Co.  of  New  York, 

Ltd.,  50  Broadway,  New  York,  N.  Y. 

Foreign     Government    Bond     Trust 
Certificates 
First  Federal  Foreign  Investment  Trust, 

67  Wall  St.,  New  York,  N.  Y. 
First  Investment  Co.,  3  Pleasant  St., 

Concord,  N.  H. 
First  National  Security  Investing  Co., 

Inc.,  56  Pine  St.,  New  York,  N.  Y. 
First  Ohio  Investment  Co.,  8  E.  Broad 

St.,  Columbus,  O. 
Founders    Securities    Trust,     National 

Union  Bank  Bldg.,  Boston,  Mass. 
General  American  Investors  Co.,  Inc., 

120  Broadway,  New  York,  N.  Y. 
General     Public     Service     Corp.,     120 

Broadway,  New  York,  N.  Y. 
General  Trustees  Corp.,  22  Bank  PL. 

Utica,  N.  Y. 
Greenway  Corp.,   137  E.  North  Ave., 

Baltimore,  Md. 
Guardian  Investment  Trust,  66  Pearl 

St.,  Hartford,  Conn. 
Guardian   Investors   Corp.,   61   Broad- 
way, New  York,  N.  Y. 
Incorporated   Investors,   60  State  St., 

Boston,  Mass. 
Industrial  Securities  Corp.,  Buhl  Bldg., 

Detroit,  Mich. 

Automotive  Participation  Shares 

Detroit  Bank  Participation  Shares 
Inland  Investors,  Inc.,  7  W.  10th  St., 

Wilmington,  Del. 
Insurance  &  Bank  Stock  Trust,  19  Con- 
gress St.,  Boston,  Mass. 
Insuranshares  Corp.,  49  Wall  St.,  New 

York,  N.  Y. 

Insuranshares  Trust  Certificates,  Se- 
ries A-27 

Insuranshares  Trust  Certificates,  Se- 
ries C-27 

Insuranshares  Trust  Certificates,  Se- 
ries F-27 

Insuranshares  Trust  Certificates,  Se- 
ries H-27 

Insuranshares  Trust  Certificates,  Se- 
ries B-28 
Intercontinental  Investment  Corp.,  21 

E.  40th  St.,  New  York,  N.  Y. 


Principal  banking  or 

underwriting   affiUa- 

tion  or  fiscal  agent 

Form 

Portfolio 

Year 
organized 

Farmers*  Loan  & 

Trust  Co. 
S.  C.  Parker  &  Co., 

Inc. 
P.  H.  Whiting  &  Co. 

C 

S 
S 

General 
General 
Com.  St. 

1928 
1926 
1927 

United  States  Fiscal 

Corp. 
United  States  Fiscal 

Corp. 
F.  J.  Lisman  &  Co. 

S 
*C 

S 

General 

Bonds 

General 

1924 
1925 
1926 

None 

S 

General 

1916 

American  Reserve 

Corp. 
Claude  Meeker 

s 
s 

General 
General 

1925 
1927 

None 

s 

General 

1927 

Lazard  Frgres 

s 

General 

1927 

Stone  &  Webster  and 

Blodget,  Inc. 
Symonds,  Ackerman, 

Secoy,  Inc. 
None 

s 
s 
s 

Pub.  Ut. 

Fin. 

Fin. 

1925 
1927 
1926 

F.  E.  Kingston  &  Co. 

s 

General 

1927 

John    Nickerson    & 

Co.,  Inc. 
Parker,    Putnam    & 

Co. 

s 
s 

General 
Com.  St. 

1925 
1925 

M.  L.  Pardee  &  Co. 
M,  L.  Pardee  &  Co. 
Otis  &  Co. 

*c 
*c 

s 

Motors 
Fin. 
Com.  St. 

1928 
1928 
1927 

Hamlin  Bros. 

s 

Fin. 

1927 

None 

c 

Fin. 

1927 

None 

c 

Fin. 

1927 

None 

c 

Fin. 

1927 

None 

c 

Fin. 

1927 

None 

c 

Fin. 

1928 

Alwyn  Corp. 

s 

General 

1927 
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International  American  Investment 
Corp.,  15  iixchange  Place,  Jersey 
City.  N.  J. 

International  Bond  &  Share  Corp., 
Kichmoud  Trust  Bldg.,  Richmond,  V'a. 

International  Capital  Corp.,  37  Wall  St., 
New  York,  N.  Y. 
Pubhc  IService  Trust  Shares,  Series  A 

International  Kecuritics  Corp.  of  Amer- 
ica, 1  Exchange  PL,  Jersey  City,  N.  J. 

Inter-State  Securities  Corp.,  Military 
Park  Bldg.,  Newark,  N.  J. 

Investing  Corp.  of  America,  111  Broad- 
way, New  Y'ork,  N.  Y. 

Investment  Bond  &  Share  Co.,  Pacific- 
Southwest  Bank  Bldg.,  Pasadena,  Cal. 
California  Oil  Investment  Trust  Cer- 
tificates 

Investment  Co.  of  America,  Penobscot 
Bldg..  Detroit,  Mich. 

Investment  Corp.  of  North  America, 
Woodward  Bldg.,  Washington,  D.  C. 

Investment  Managers- Co.,  22  William 
St..  New  Y'ork,  N.  Y. 
Investment  Trust  Fund  A 
Investment  Trust  Fund  B 

Investment  Shares  Corp..  Mills  Bldg., 
San  Francisco,  Cal, 

Investment  Trust  of  New  York,  Inc., 
50  Broadway,  New  Y'ork.  N.  Y. 

Investment  Trust  Shares.  Series  A.  Ill 
W.  Washington  St.,  Chicago,  111. 

Investment  Trust  Shares.  Series  B.  Ill 
W.  Washington  St..  Chicago,  111. 

Investors  Corporation,  32  Custom 
House  St.,  Providence,  R.  I. 

Investors  Equity  Co.,  Inc.,  65  Broad- 
way, New  York,  N.  Y. 

Investors  Foundation,  Inc.,  67  Wall  St., 
New  York,  N.  Y. 

Investors  of  Washington,  Inc.,  14th  & 
H  Sts.  N.  W..  Washington.  D.  C. 

Investors  Savings  Trust,  60  Congress  St., 
Boston,  Mass. 

Investors  Trustee  Foundation  of  United 
States,  Inc.,  120  Broadway,  New 
York,  N.  Y. 

Jackson  &  Curtis  Investment  Associ- 
ates. 19  Congress  St..  Boston,  Mass. 

Jackson  &  Curtis  Securities  Corp.,  19 
Congress  St..  Boston,  Mass. 

Joint  Investors.  Inc.,  22  William  St., 
New  York.  N.  Y. 

Joint  Security  Corp.,  72  Wall  St.,  New 
York.  N.  Y. 

Joint  Stock  Securities  Co.,  19  Congress 
St.,  Boston,  Mass. 

Kidder  Participations.  Inc.,  115  Devon- 
shire St.,  Boston,  Mass. 


Principal  banking  or 
underwriting   affilia- 
tion or  fiscal  agent 

Form 

Portfolio 

Y'ear 
organized 

Schluter  &  Co. 

S 

General 

1928 

Stock  Investment 
Corp. 

S 

General 

1927 

None 
None 

*C 

s 

Pub.  Ut. 
General 

1928 
1921 

Inter-State  Trustees 

Corp. 
None 

s 
♦c 

General 
Com.  St. 

1927 
1927 

None 

*c 

Oil 

1925. 

E.   E.   MacCrone  & 
Co. 

None 

s 
*c 

General 
Com.  St. 

1926 
1927 

None 

None 
None 

c 
c 

*c 

Com.  St. 
Com.  St. 
Com.  St. 

1925 
1927 
1926 

None 

*c 

Com.  St. 

1928 

Prudential  Co. 

*c 

Com.  St. 

1927 

Prudential  Co. 

*c 

Com.  St. 

1927 

Bodell  &  Co. 

S 

General 

1925 

Charles  D.  Barney  & 

Co. 
J.  A.  Sisto  &  Co. 

s 

s 

General 
General 

1927 
1927 

None 

S 

General 

1928 

Edmund  L.  Dolan 

s 

General 

1928 

Colyer  &  McGuire 

*c 

Com.  St. 

1927 

Jackson  &  Curtis 

s 

General 

1928 

Jackson  <t  Curtis 

s 

General 

1924 

Grover  O'Neill  &  Co. 

s 

Com.  St. 

1926 

None 

s 

General 

1927 

Jackson  &  Curtis 

8 

Fin. 

1925 

Kidder,   Peabody  & 
Co. 

S 

General 

1926 

256 


AMERICAN  INVESTMENT  TRUSTS 


Investment  trust 

Kidder  Participations,  Inc.,  No.  2,  115 

Devonshire  St.,  Boston,  Mass. 
Kidder  Participations,  Inc.,  No.  3,  115 

Devonshire  St.,  Boston,  Mass. 
Lincoln   Mutual    Investment   Trust,    1 

Federal  St.,  Boston,  Mass. 
Massachusetts  Investors  Trust,  30  State 

St.,  Boston,  Mass. 
Metal  &  Mining  Shares,  Inc.,  72  Wall 

St.,  New  York,  N.  Y. 
Mitchum,    Tully    Participations,    Inc., 

405  Montgomery  St.,  San  Francisco, 

Cal. 
Mohawk  Investment  Corp.,  40  Water 

St.,  Boston,  Mass. 
Morristown  Securities  Corp.,  128  Broad- 
way, New  York,  N.  Y. 
Mutual  Finance  Corp.,  19  Congress  St., 

Boston,  Mass. 
Mutual  Investment  Co.,  31  Nassau  St., 

New  York,  N.  Y. 
Mutual  Investors  Co.,  425  E.  Water  St., 

Milwaukee,  Wis. 
Nation-Wide  Securities   Co.,   Colorado 

National  Bank  Bldg.,  Denver,  Colo. 
New  Bedford  Investors  Trust,  P^irst  Na- 
tional   Bank    Bldg.,    New    Bedford, 

Mass. 
New  Jersey  Bond  &  Shareholding  Corp., 

Academy  Bldg.,  Newark,  N.  J. 
New  Jersey  Shares  Corp.,  Military  Park 

Bldg.,  Newark,  N.  J. 
North  American  Investment  Corp.,  Rusa 

Bldg.,  San  Francisco,  Cal. 
North  American  Investors  Corp.,  Lib- 
erty Bank  Bldg.,  Buffalo,  N.  Y. 
North  American  Security  Corp.,  8  W. 

40th  St.,  New  York,  N.  Y. 
Ohio  Shares,  Inc.,  National  Bank  Bldg., 

Cincinnati,  O. 
Oil  Shares,  Inc.,  15  Exchange  PI.,  Jersey 

City,  N.  J. 
Oilstocks,  Ltd.,  14  Wall  St.,  New  York, 

N.  Y. 
Old  Colony  Investment  Trust,  17  Court 

St.,  Boston,  Mass. 
Old  Colony  Trust  Associates,  17  Court 

St.,  Boston,  Mass. 
Overseas  Securities  Co.,  Inc.,  5  Nassau 

St.,  New  York,  N.  Y. 
Pacific  Investing  Corp.,  Pacific-South- 
west Bank  Bldg.,  Los  Angeles,  Cal. 
Participating    Investors    Shares    Corp., 

535  Fifth  Ave.,  New  York,  N.  Y. 

Bank  Stock  Trust  Shares,  Series  A 

Pennsylvania  Investing  Company,  207 
S.  15th  St.,  Philadelphia.  Pa. 

Philadelphia  Joint  Stock  Trust  Certifi- 
cates, Lewis  Bldg.,  Philadelphia,  Pa. 


Principal  banking  or 

Year 

underwriting   affilia- 

Form 

Portfoho 

organized 

tion  or  fiscal  agent 

Kidder,  Peabody  & 

S 

General 

1927 

Co. 

Kidder,   Peabody  & 

S 

General 

1928 

Co. 

Shaw,   Loomis  & 

s 

General 

1928 

Saylcs 

Learoyd,    Foster    & 

s 

Com.  St. 

1924 

Co. 

P.  H.  Whiting  &  Co.. 

s 

Mining 

1928 

Inc. 

Mitchum,    Tully    & 

s 

General 

1927 

Co. 

National  Shawmut 

s 

Com.  St. 

1928 

Bank 

Coggeshall  &  Hicks 

s 

General 

1925 

None 

s 

General 

1918 

C.  Lester  Horn  &  Co., 

c 

General 

1926 

Inc. 

None 

s 

General 

1925 

Calvin  Bullock 

*c 

Com.  St. 

1924 

Kidder  Co.   of  New 

s 

General 

1927 

Bedford 

None 

8 

General 

1927 

Ramos  &  Co. 

s 

Fin. 

1927 

None 

s 

General 

1925 

L.  G.  Ruth  &  Co. 

s 

General 

1926 

None 

s 

Fin. 

1927 

W.  E.  Hutton  &  Co. 

s 

General 

1927 

P.  H.  Whiting  &  Co. 

s 

Oils 

1928 

Luke,  Banks  & 

s 

Oils 

1928 

Weeks 

Old  Colony  Corp. 

s 

General 

1927 

Old  Colony  Corp. 

s 

General 

1928 

None 

s 

General 

1920 

Blyth,  Witter  &  Co. 

s 

General 

1927 

Nelson  S.Gustin  Co., 

♦c 

Fin. 

1927 

Inc. 

Frederick    Peirce    & 

s 

General 

1919 

Co. 

Brooke,  Stokes  &  Co. 

c 

Fin. 

1926 
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Power  &  Light  Securities  Trust,  199 
Washington  St.,  Boston,  Mass. 

Provident  Trustee  Foundation,  Inc., 
141  Broadway,  New  York,  N.  Y. 

Prudential  Funding  Corp.  of  America, 

33  W.  42d  St..  New  York,  N.  Y. 
Public    Utility     Investing    Corp.,    61 

Broadway,  New  York,  N.  Y. 
Railway  Equities  Corp.,  120  Broadway, 

New  York,  N.  Y. 
Railway  &  Light  Securities  Co.,  49  Fed- 
eral St.,  Boston,  Mass. 
Republic  Investing  Corp.,  2  Lafayette 

St.,  New  York,  N.  Y. 
Reynolds   Investing   Co.,   Inc.,   Starks 

Bldg.,  Louisville,  Ky. 
Scottish  Investment  Co.,  149  Broadway, 

New  York,  N.  Y. 
Second  Financial   Investing  Corp.,  50 

Broadway,  New  York,  N.  Y. 
Second  International  Securities  Corp.,  1 

Exchange  PI.,  Jersey  City,  N.  J. 
Securities  Company  of  New  Hampshire, 

3  Pleasant  St.,  Concord,  N.  H. 
Securities  Fund,  Land  Title  Bldg.,  Phil- 
adelphia, Pa. 
Security  Investment  Trust,  Inc.,  17th  & 

California  Sts.,  Denver,  Colo. 
Security   Managenient  Co.,  24  Broad 

St.,  New  York,  N.  Y. 

First  Investment  Fund 

Second  Investment  Fund 

Security  Management  Co.,  425  E.  Water 

St.,  Milwaukee,  Wis. 
Security  National  Bond  Trust  Fund,  8th 

St.,  betw.  Olive  &  Locust,  St.  Louis, 

Mo. 
Security  Shares,   Inc.,  Dexter  Horton 

Bldg..  Seattle,  Wash. 
Shawmut   Association,   40   Water  St., 

Boston,  Mass. 
Shawmut  Bank  Investment  Trust,  40 

Water  St.,  Boston,  Mass. 
Southern  Bankers  Securities  Corp.,  6  S. 

Calvert  St.,  Baltimore,  Md. 
Southern  Securities  Investment  Trust, 

111  W.  2d  St.,  Little  Rock,  Ark. 
Specialized  Shares  Corp..  42  Broadway, 

New  York,  N.  Y. 
Standard   Collateral   Shares  Corp.,  71 

Broadway,  New  York,  N.  Y. 
Standard  International  Securities  Corp., 

34  Pine  St.,  New  York.  N.  Y. 
Standard  Investing  Corp.,  59  Wall  St., 

New  York,  N.  Y. 


Principal  banking  or 
underwriting    affilia- 
tion or  fiscal  agent 

Hale,  Waters  &  Co. 

None 

None 

None 

Battelle,   Ludwig   & 

Co. 
Stone  &  Webster  and 

Blodget,  Inc. 
Schlesinger  &  Co. 

Reynolds  &  Co. 

Edgar  Higgins,  Inc. 

United  States  Fiscal 

Corp. 
None 

None 

None 

Bosworth,  Chanute, 
Loughbridge  &  Co. 


Maynard,  Oakley  & 

Lawrence 
Maynard,  Oakley  & 

Lawrence 
Waller  Carson  &  Co. 

Security  National 
Bank,  Savings  & 
Trust  Co. 

Townsend  &  Co. 

National  Shawmut 

Bank 
National  Shawmut 

Bank 
Stein  Bros.  &  Boyce 

Southern    Securities 

Co. 
Swezey,    Topliffe    & 

Co. 
None 

Camp,  Thome  &  Co. 

Inc. 
Brown  Bros.  &  Co. 


Form     Portfolio 


*C 
S 

S 

s 
s 
s 
s 
s 
s 
s 
s 
c 
s 

c 
c 

s 
c 

s 
s 
s 
s 
s 
s 

*c 
s 
s 


Pub.  Ut. 

Com.  St. 

Fin. 

Pub.  Ut. 

Rails 

Pub.  Ut. 

Fin. 

General 

General 

General 

General 

General 

Bonds 

General 

General 
General 
General 
Bonds 

General 

General 

General 

General 

General 

Fin. 

Com.  St. 

General 

General 


Year 
organiied 

1926 
1927 
1928 
1917 
1925 
1904 
1928 
1928 
1927 
1928 
1926 
1922 
1923 
1927 

1927 
1927 
1925 
1927 

1927 
1928 
1927 
1927 
1928 
1927 
1928 
1927 
1927 
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Investment  trust 

Standard  Oilshares,  Inc.,  115  Broadway, 
New  York.  N.  Y. 
Trustee  Standard  Oilshares 

State    Street    Investment    Corp.,    100 

Milk  St.,  Boston,  Mass. 
Sterling  Securities  Corp.,  1  Exchange 

PI.,  Jersey  City,  N.  J. 
Stuyvesant  Bond  &  Share  Corp.,  42 

Broadway,  New  York,  N.  Y. 
Stuyvesant    National    Co.,    Inc.,    336 

Madison  Ave.,  New  York,  N.  Y. 
Union    American    Investing    Corp.,    5 

Nassau  St.,  New  York,  N.  Y. 
Union  Financial  Corp.  of  America,   1 

Madison  Ave.,  New  York,  N.  Y. 
United  Bond  &  Share  Corp.,  623  Second 

Ave.,  Seattle,  Wash. 
United    Investment   Assurance   Trust, 

National  Union  Bank  Bldg.,  Boston, 

Mass. 
United  Investors  Securities  Corp.,  551 

Fifth  Ave.,  New  York,  N.  Y. 
United  Pacific  Corporation,  623  Second 

Ave.,  Seattle,  Wash. 
United  Securities  Trust,  Empire  Bldg., 

Boise,  Idaho 
United  States  Electric  Light  &  Power 

Shares,  Inc.,  Colorado  National  Bank 

Bldg.,  Denver,  Colo. 
United  States  Shares  Corp.,  50  Broad- 
way, New  York,  N.  Y. 

Bank  Stock  Trust  Shares,  Series  C-1 

Bank  Stock  Trust  Shares,  Series  C-2 

Bank  Stock  Trust  Shares,  Series  C-3 

Bond  Trust  Shares,  Series  B 

Canadian  Bank  Stock  Trust  Shares, 
Series  D 

Common  Stock   Trust   Shares,  Se- 
ries A 

Common  Stock  Trust  Shares,  Se- 
ries A-1 
United  States  &  British  International 

Co.,  Ltd.,  50  Pine  St.,  New  York,  N.Y. 
United    States    &    Foreign    Securities 

Corp.,  786  Broad  St.,  Newark,  N.  J. 
Wall-Lombard  Corp. ,  40  Rector  St. ,  New 

York,  N.  Y. 
Wisconsin    Investment    Co.,    425    E. 

Water  St.,  Milwaukee,  Wis. 


Principal  banking  or 
underwriting   affilia- 
tion or  fiscal  agent 

Form 

Portfolio 

Year 

organized 

Dwelly,  Pearce  & 

Co.,  Inc. 
None 

•C 

S 

Oils 
Com.  St. 

1928 
1924 

Insuranshares  Corp. 

s 

General 

1928 

Lindemann  &  Gully 

s 

General 

1925 

None 

s 

Fin, 

1927 

Ames,    Emerich     & 

Co.,  Inc. 
None 

s 
s 

General 
Fin. 

1928 
1928 

Drumheller,  Ehrlich- 
mann  &  White 

Founders  Securities 
Trust 

s 
s 

General 
General 

1925 
1927 

None 

s 

General 

1927 

Drumheller,  Ehrlich- 

mann  &  White 
None 

s 
s 

General 
General 

1928 
1927 

Calvin  Bullock 

*c 

Pub.  Ut. 

1927 

None 
None 
None 
None 

None 

*C 
*C 
*C 
•C 
•C 

Fin. 

Fin. 

Fin. 

Bonds 

Fin. 

1927 
1927 
1928 
1927 
1927 

None 

♦C 

Com.  St. 

1927 

None 

*C 

Com.  St. 

1928 

None 

s 

General 

1928 

Dielon, 

Read  &  Co. 

s 

General 

1924 

None 

s 

General 

1926 

Waller  Carson  &  Co. 

s 

General 

1924 

LIQUIDATED  AND  INOPERATIVE 

American     Bank     Share     Investment  American  Bankshare         S        Fin.                      1927 

Trust,  New  York,  N.  Y.  Co.,  Inc. 

American  Belgian  Financial  Corp.,  New  Lee,  Higginson  &  Co.        S        General               1925 

York,  N.  Y. 

American  Finance  &  Investment  Trust,  None                                   S        General               1927 

Geneva,  N.  Y. 
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Investment  trusts 

American      Insuranshare      Investment 

Trust,  New  York,  N.  Y. 
Bank  Investors  Trust,  Boston,  Mass. 

Bank  Stock  Trustee  Shares  of  Colum- 
bus, Columbus,  O. 
Bankstocks  Corp.,  New  York,  N.  Y. 
Bankstock  Investors  Corp.,  New  York, 

N.  Y. 
Bondbuyers  Trust,  Boston,  Mass. 
Bondshare  Corp.,  New  York,  N.  Y. 
European  Shares,  Inc.,  New  York,  N.  Y. 
First  National  Investment  Trust,  New 

York,  N.  Y. 
General  Securities  Corp.,  Los  Angeles, 

Cal. 
Industrial  Trustee  Shares,  New  York, 

N.  Y. 
Joint  Stock  Bond  &  Share  Co.  of  Mary- 
land, New  Y'ork,  N.  Y. 
National    Associated    Investors,    Inc., 

Hartford,  Conn. 
National  Power  Securities  Corp.,  New 

York,  N.  Y. 
New  England  Investment  Trust,  Inc., 

Boston,  Mass. 
New  York  Stock  Trust,  New  York,  N.  Y. 
North  American  Bankstock  Corp.,  New 

York,  N.  Y. 
Pioneer  Investment  Trust,  New  York, 

N.  Y. 
Prudential     Investment    Corp.,     New 

York.  N.  Y. 
Securities   Trading   &   Holding   Corp., 

New  York,  N.  Y. 
Selected  Securities  Trust,  Denver,  Colo. 

United   American  Chain  Stores,   Inc., 

New  York,  N.  Y. 
United    American    Electric   Co.,    Inc., 

New  York,  N.  Y. 
United  American  Railways,  Inc.,  New 

York,  N.  Y. 
United   Bankers  Oil  Co.,   New   York, 

N.  Y. 


Principal  banking  or 

Year 

underwriting  affilia- 

Form 

Portfolio 

organized 

tion  or  fiscal    agent 

American  Bankshare 

S 

Fin. 

1927 

Co.,  Inc. 

Charles   H.    Tenuey 

S 

Fin. 

1921 

&Co. 

Hugh  M.  Archer  & 

*c 

Fin. 

1927 

Co. 

Shields  &  Co. 

s 

Fin. 

1925 

None 

s 

Fin. 

1927 

Ilerrin  Securities  Co. 

c 

Bonds 

1926 

Sanford  &  Lee 

c 

Bonds 

1925 

Hayden,  Stone  &  Co. 

S 

General 

1926 

American  Bankshare 

s 

General 

1927 

Co.,  Inc. 

None 

s 

General 

1927 

Throckmorton  &  Co. 

*c 

Com.  St. 

1924 

C.  G.  Taylor  &  Co. 

s 

Fin. 

1926 

R.  W.  Watkins  &  Co. 

s 

General 

1927 

Stroud  &  Co.,  Inc. 

s 

Pub.  Ut. 

1926 

None 

*c 

Com.  St. 

1925 

None 

s 

General 

1889 

C.  D.  Coker  &  Co. 

s 

Fin. 

1927 

National     Bond     & 

s 

General 

1926 

Share  Corp. 

Theodore  Hofifacker 

s 

General 

1927 

&Co. 

Intercontinental  Se- 

c 

General 

1925 

curities,  Ltd. 

Avery,  Boardman  & 

♦c 

Com.  St. 

1924 

Traylor 

Bonner,    Brooks    & 

»c 

Ch.  Stores 

1924 

Co. 

Bonner,    Brooks    & 

»c 

Pub.  Ut. 

1924 

Co. 

Bonner,    Brooks    & 

*c 

Rails 

1924 

Co. 

Throckmorton  &  Co. 

*c 

Oils 

1923 

Appendix  B 

STATUTORY  TRUSTS— SPECIMEN  CHARTERS   AND 

BY-LAWS 


SECOND  INTERNATIONAL  SECURITIES  CORPORATION 
CERTIFICATE  OF  INCORPORATION 

THIS  IS  TO  CERTIFY,  that  the  subscribers,  R.  Dorset  Watkins, 
Huntington  Cairns  and  Leslie  E.  Mihm,  the  post  office  address  of 
all  of  whom  is  Calvert  Building,  101  E.  Fayette  Street,  Baltimore,  Mary- 
land, all  being  of  full  legal  age,  do,  under  and  by  virtue  of  the  laws 
of  the  State  of  Maryland  authorizing  the  formation  of  corporations, 
associate  ourselves  with  the  intention  of  forming  a  corporation. 

And  we  further  state  as  follows: 

First. — The  name  of  the  corporation  (which  is  hereinafter  called  the 
"Corporation")  is  Second  International  Securities  Corporation. 

Second. — The  purposes  for  which  the  Corporation  is  formed  and  the 
business  and  objects  to  be  carried  on  and  performed  by  it  are  as  follows: 

(1)  To  invest  and  reinvest  its  capital  and/or  surplus,  and  to  acquire 
by  purchase,  subscription,  contract  or  otherwise,  and  to  hold,  sell,  ex- 
change, mortgage,  pledge  or  otherwise  dispose  of,  or  turn  to  account 
or  realize  upon,  and  generally  deal  in  and  with,  all  forms  of  securities, 
including  but  not  by  way  of  limitation,  shares,  stocks,  bonds,  debentures, 
notes,  scrip,  mortgages,  evidences  of  indebtedness,  commercial  paper, 
acceptances,  certificates  of  indebtedness  and  certificates  of  interest  issued 
or  created  in  any  and  all  parts  of  the  world  by  corporations,  associations, 
partnerships,  firms,  trustees,  syndicates,  individuals,  governments,  states, 
municipalities  and  other  political  and  governmental  divisions  and  sub- 
divisions or  by  any  combinations,  organizations  or  entities,  whatsoever, 
or  issued  or  created  by  others,  irrespective  of  their  form  or  the  name 
by  which  they  may  be  described  and  all  trust  participation  and  other 
certificates  of,  and  receipts  evidencing  interest  in  any  such  securities  and 
to  issue  in  exchange  therefor  or  in  payment  therefor  in  the  manner  pro- 
vided by  law,  its  own  stock,  bonds,  debentures  or  its  other  obligations 
or  securities,  subject  to  the  provisions  of  this  Certificate  or  to  make 
payment  therefor  by  any  other  lawful  means  of  payment  whatsoever; 
to  exercise  any  and  all  rights,  powers  and  privileges  of  individual  owner- 
ship or  interest  in  respect  of  any  and  all  such  securities  or  evidences  of 
interest  therein,  including  the  right  to  vote  thereon  and  to  consent  and 
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othenvise  act  with  respect  thereto;  to  do  any  and  all  acts  and  things 
for  the  preservation,  protection,  improvement  and  enhancement  in 
value  of  any  and  all  such  securities  or  evidences  of  interest  therein 
and  to  aid  by  loan,  subsidy,  guaranty  or  otherwise  those  issuing,  creating 
or  responsible  for  any  such  securities  or  evidences  of  interest  therein; 
to  acquire  or  become  interested  in  any  such  securities  or  evidences  of 
interest  therein,  as  aforesaid,  by  original  subscription,  underwriting, 
loan,  participation  in  syndicates  or  otherwise  and  irrespective  of  whether 
or  not  such  securities  or  evidences  of  interest  therein  be  fully  paid  or 
subject  to  further  pajTnents;  to  make  payments  thereon  as  called  for 
in  advance  of  calls  or  otherwise,  and  to  underwrite  or  subscribe  for  the 
same  conditionally  or  otherwise,  and  either  with  a  view  to  investment 
or  for  resale  or  for  any  other  lawful  purpose. 

(2)  To  endorse  or  guarantee  the  payment  of  principal  and/or  interest 
or  dividends  upon  any  stocks,  bonds,  obligations  or  other  securities  or 
evidences  of  indebtedness  and  to  guarantee  the  performance  of  any  of  the 
contracts  or  other  undertakings  in  which  this  Corporation  may  other- 
wise be  or  become  interested  of  any  corporation,  association,  syndicate, 
individual  or  others,  or  of  any  country,  nation  or  government  or  political 
authority. 

(3)  To  enter  into,  make,  perform  and  carry  out  or  cancel  and  rescind 
contracts  with  any  person,  partnership,  association,  combination,  organi- 
zation, entity,  corporation,  state,  government  or  political  or  administra- 
tive subdivision  thereof,  domestic  or  foreign,  to  act  as  fiscal  agents, 
agents,  attorneys  in  fact,  brokers  or  otherwise  in  purchase  and  sale  of 
securities  in  any  part  of  the  world. 

(4)  To  borrow  money,  to  issue  bonds,  debentures  or  obligations  secured 
or  unsecured  of  the  Corporation  from  time  to  time,  for  moneys  bor- 
rowed or  in  pajTnent  for  property  purchased  or  otherwise  in  connection 
with  any  operations  of  the  Corporation;  to  secure  any  of  the  same  by 
mortgage  or  mortgages  upon,  or  by  deed  or  deeds  of  trust  of,  or  by 
pledge  of,  any  or  all  of  the  property,  real  and  personal,  of  the  Cor- 
poration wheresoever  situated,  acquired  or  to  be  acquired;  and  to  sell 
or  otherwise  dispose  of  any  or  all  such  bonds,  debentures  or  obligations 
in  such  manner  and  upon  such  terms  as  may  be  deemed  judicious  by 
the  Board  of  Directors;  provided,  however,  that  the  power  of  the  Cor- 
poration to  borrow  money  by  the  issue  of  its  bonds  or  its  debentures  or 
other  evidences  of  indebtedness  of  the  Corporation  maturing  one  (1) 
year  or  more  from  the  date  thereof,  is  limited  to  an  amount  equal  to 
the  aggregate  of  the  then  paid-in  capital,  the  then  surplus  and  the  then 
existing  reserves  of  the  Corporation.  Nothing  herein  contained  shall 
limit  the  power  of  the  Corporation  to  borrow  money  for  temporary 
purposes  for  periods  less  than  one  year,  and  any  amounts  borrowed  by 
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the  Corporation  maturing  less  than  one  (1)  year  from  the  date  thereof 
shall  conclusively  be  presumed  to  have  been  borrowed  for  temporary 
purposes. 

(5)  To  enter  into,  make,  carry  out,  perform,  assign  or  othen\nse  dis- 
pose of  contracts,  agreements  and  arrangements  of  every  kind  and  char- 
acter with  any  individual,  firm,  association  or  corporation,  private,  quasi 
public,  public,  or  municipal,  domestic  or  foreign,  or  with  the  government 
or  public  authorities  of  the  United  States  or  of  any  state,  district,  terri- 
tory, colony,  dependency  or  possession  thereof,  or  with  any  officer  or 
official  or  with  any  and  all  foreign  governments,  states,  political  sub- 
divisions, municipalities,  boards,  bodies  and  officials,  relating  to  the 
purchase  or  other  acquisition,  or  the  sale  of  or  other  disposal  of,  any 
stocks,  bonds,  debentures,  evidences  of  indebtedness  or  other  securities, 
either  as  principal  or  agent,  of  any  such  governments,  states,  political 
subdivisions,  authorities,  officers,  corporations,  associations,  firms  or  indi- 
viduals. 

(6)  To  loan  its  uninvested  funds  and/or  surplus  from  time  to  time 
to  such  extent  as  the  Corporation  may  deem  advisable  in  call  and/or 
in  time  loans,  upon  collateral  security  consisting  of  stocks,  bonds, 
debentures,  notes,  scrip,  mortgages,  evidences  of  indebtedness,  com- 
mercial paper,  acceptances,  certificates  of  indebtedness  and  certificates 
of  interest,  or  any  of  them,  having  a  value  at  the  time  of  the  making 
of  such  loan  of  not  less  than  20%  in  excess  of  the  amount  of  such  loan. 

(7)  To  issue,  purchase,  hold,  sell,  transfer,  reissue  or  cancel  shares 
of  its  own  capital  stock  or  its  own  securities  or  obligations  in  the  manner 
and  to  the  extent  now  or  hereafter  authorized  or  permitted  by  the  laws 
of  the  State  of  Maryland. 

(8)  To  undertake,  contract  for  or  carry  on  any  business  incidental 
to  or  in  aid  of,  or  advantageous  in  pursuance  of,  any  of  the  objects  or 
purposes  of  the  Corporation. 

(9)  To  conduct  its  business  in  all  or  any  of  its  branches  so  far  as 
permitted  by  law  in  all  states,  territories,  dependencies  and  colonies  of 
the  United  States  and  its  insular  possessions  and  the  District  of  Columbia 
and  in  foreign  countries;  to  adopt  rules  and  regulations  for  the  conduct 
thereof  and  amend  such  rules  and  regulations  from  time  to  time  as 
required;  to  maintain  offices  and  agencies  either  within  or  without  the 
State  of  Maryland;  and  as  may  be  requisite  in  the  convenient  transaction 
of  its  business  or  conduct  of  its  operations,  to  purchase  or  otherwise 
acquire,  hold,  own,  mortgage,  sell,  convey  or  otherwise  dispose  of  real 
and  personal  property  of  every  class  and  description  in  any  of  the 
states,  districts,  territories,  dependencies,  colonies,  or  insular  possessions 
of  the  United  States,  and  in  any  and  all  foreign  countries,  subject  always 
to  the  laws  of  such  state,  district,  territory,  dependency,  colony,  insular 
possession  or  foreign  country. 
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(10)  In  general,  to  do  any  or  all  of  the  things  hereinbefore  set  forth, 
and  such  other  things  as  are  incidental  or  conducive  to  the  attainment 
of  the  objects  and  purposes  of  the  Corporation  as  principal,  factor, 
agent,  contractor  or  otherwise,  either  alone  or  in  conjunction  with  any 
person,  firm,  association  or  corporation;  and  in  carrying  on  its  business 
and  for  the  purpose  of  attaining  or  furthering  any  of  its  objects,  to  enter 
into,  make,  perform  and  carry  out  contracts  with  any  person,  partner- 
ship, association,  combination,  organization,  entity,  corporation,  govern- 
ment, governmental  subdivision  or  other  body  whatsoever;  and  to  do  such 
acts  and  things  and  to  exercise  any  and  all  such  powers  to  the  same 
extent  as  a  natural  person  might  or  could  lawfully  do  to  the  full  extent 
authorized  or  permitted  to  a  corporation  under  any  laws  that  may  be 
now  or  hereafter  applicable  or  available  to  the  Corporation. 

The  foregoing  clauses  shall  each  be  construed  as  purposes,  objecta 
and  powers,  and  the  matters  expressed  in  each  clause  shall,  except  as 
otherwise  expressly  provided,  be  in  nownse  limited  by  reference  to,  or 
inference  from,  terms  of  any  other  clause,  but  shall  be  regarded  as 
independent  purposes,  objects  and  powers  and  the  enumeration  of  spe- 
cific purposes,  objects  and  powers  shall  not  be  construed  to  limit  or 
restrict  in  any  manner  the  meaning  of  the  general  terms  or  the  general 
powers  of  the  Corporation  nor  shall  the  expression  of  one  thing  be 
deemed  to  exclude  another,  although  it  be  of  like  nature,  not  expressed. 

The  purposes  for  which  the  Corporation  is  formed  and  the  business 
or  objects  to  be  carried  on  and  promoted  by  it  are  any  one  or  more 
of  the  acts  and  things  herein  set  forth,  and  for  the  accomplishment  of 
these  purposes  and  the  carrying  on  and  promotion  of  said  business  and 
objects  the  Corporation  shall  have  and  exercise  all  powers  conferred  by 
the  General  Laws  of  the  State  of  Maryland  now  or  hereafter  in  effect, 
upon  corporations  formed  thereunder. 

Nothing  herein  contained  shall  be  construed  as  giving  the  Corpora- 
tion any  rights,  powers  or  privileges  not  permitted  by  the  General  Laws 
of  the  State  of  Maryland  to  corporations  formed  thereunder. 

Third. — The  place  at  which  the  principal  office  of  the  Corporation, 
in  the  State  of  Maryland,  will  be  located,  is  101  East  Fayette  Street, 
Baltimore,  and  the  name  of  the  resident  agent  of  the  Corporation  is  J. 
Bannister  Hall,  Jr.,  who  is  a  citizen  of  Maryland  actually  residing  therein 
and  whose  post  office  address  is  101  East  Fayette  Street,  Baltimore,  Mary- 
land. 

Fourth. — The  total  amount  of  the  authorized  capital  stock  is  Two 
Million  Sixty  Thousand  (2,060,000)  shares  classified  as  follows: 

Cumulative  First  Preferred  Stock — Six  Hundred  Thousand  (6(X),000) 
shares  of  the  par  value  of  Fifty  (.$50)  Dollars  per  share; 

Cumulative  Second  Preferred  Stock — Sixty  Thousand  (60,000)  shares 
of  the  par  value  of  Fifty  ($50)  Dollars  per  share; 
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Common  Stock — One  Million  Four  Hundred  Thousand  (1,400,000) 
shares  without  par  value,  of  which  Eight  Hundred  Thousand  (800,000) 
shares  shall  be  Class  A  Common  Stock,  and  Six  Hundred  Thousand 
(600,000)  shares  shall  be  Class  B  Common  Stock. 

The  preferences,  privileges,  rights,  voting  powers,  restrictions  and  quali- 
fications of  the  First  Preferred  Stock,  Second  Preferred  Stock  and  Com- 
mon Stock  shall  be  as  follows: 

CUMULATIVE  FIRST  PREFERRED  STOCK 

(a)  The  Cumulative  First  Preferred  Stock  (hereinafter  called  First 
Preferred  Stock)  shall  l^e  issued  in  one  or  more  series.  The  follo\ving 
series  of  said  First  Preferred  Stock  are  hereby  created,  viz.: 

A  series  known  and  designated  as  Seven  Per  Cent.     (7%)  Series; 
A  series  known  and  designated  as  Six  and  one-half  Per  Cent.     (6V2%) 

Series; 
A  series  known  and  designated  as  Six  Per  Cent.  (6%)  Series; 
A  series  known  and  designated  as  Five  and  one-half  Per  Cent.  (5^2%) 

Series ; 
A  series  known  and  designated  as  Five  Per  Cent.  (5%)  Series; 

and  the  First  Preferred  Stock  shall  be  issued  in  such  series  and  in 
such  amounts  as  may  be  determined  and  fixed  by  the  Board  of  Directors 
at  the  time  of  the  issue  of  such  First  Preferred  Stock,  provided,  how- 
ever, that  no  series  shall  consist  of  less  than  One  Thousand  (1,000) 
shares. 

The  foregoing  designations  of  the  respective  series  are  made  to  indi- 
cate the  amount  of  the  annual  dividends  payable  to  the  holders  of 
each  and  every  share  of  such  series,  and  the  Board  of  Directors  shall 
have  the  power  to  determine,  from  time  to  time,  prior  to  the  issue  of 
the  First  Preferred  Stock,  the  respective  series  as  above  set  forth  of 
First  Preferred  Stock  of  which  the  First  Preferred  Stock  to  be  issued 
shall  be  a  part,  and  may,  from  time  to  time,  increase  the  number  of 
shares  of  any  such  series. 

All  of  the  shares  of  the  First  Preferred  Stock  shall  have  the  same 
rights,  privileges,  preferences  and  voting  powers  and  shall  be  subject 
to  the  same  restrictions  or  qualifications  thereof  without  distinction  be- 
tween the  shares  of  the  respective  series,  except  only  as  to  the  variations 
of  the  dividend  rate,  and  as  to  the  respective  prices  at  which  shares 
of  the  respective  series  may  be  redeemed  as  hereinafter  provided. 

The  holders  of  the  First  Preferred  Stock,  irrespective  of  the  series 
thereof,  shall  be  entitled  to  receive,  and  the  Corporation  shall  be 
obliged  to  pay,  when  and  as  declared  by  the  Board  of  Directors  of  the 
Corporation,  from  the  surplus  or  net  profits  of  the  Corporation,  divi- 
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dends  at  the  rate  designated  by  the  certificates  of  shares  of  the  series 
of  which  such  First  Preferred  Stock  is  a  part,  and  no  more,  payable 
quarterly  on  the  first  days  of  January,  April,  July  and  October  of  each 
year.  Such  dividends  shall  accrue  from  the  quarterly  pa>Tnent  date 
next  preceding  the  date  of  the  original  issue  of  each  share  of  such 
First  Preferred  Stock,  unless  such  stock  shall  be  issued  on  a  quarterly 
dividend  payment  date,  and  in  such  case,  from  said  date.  Such  divi- 
dends shall  be  payable  before  any  dividends  shall  be  paid  upon  or  set 
apart  for  the  Second  Preferred  Stock  or  the  Common  Stock,  and  shall 
be  cumulative,  so  that,  if,  in  any  one  year,  dividends  at  the  rate  desig- 
nated by  the  certificates  of  shares  of  the  series  of  which  such  First 
Preferred  Stock  is  a  part  shall  not  have  been  paid  thereon  or  set  apart 
therefor,  the  deficiency  shall  be  fully  paid  or  set  apart  for  the  pajTnent 
before  any  dividends  shall  be  paid  upon  or  set  apart  for  the  Second 
Preferred  or  Common  Stock.  Dividends  shall  not  be  paid  exclusively 
upon  any  one  or  more  series  of  First  Preferred  Stock,  but  dividends 
shall  be  paid  ratably  upon  all  outstanding  First  Preferred  Stock  in  the 
proportion  to  any  one  series  that  the  annual  dividend  requirements  of 
such  series  bear  to  the  total  annual  dividend  requirements  of  all  out- 
standing First  Preferred  Stock.  The  holders  of  the  First  Preferred 
Stock  shall  not  be  entitled  to  receive  any  dividends  declared  and  paid 
in  stock  of  the  Corporation. 

(b)  The  First  Preferred  Stock  shall  be  subject  to  redemption  at  the 
following  amounts:  Seven  Per  Cent.  Series,  110%;  Six  and  one-half 
Per  Cent.  Series,  1071/2%;  Six  Per  Cent.  Series,  105%;  Five  and  one-half 
Per  Cent.  Series,  103%;  Five  Per  Cent.  Series,  102%;  and  may  be 
redeemed  and  retired,  in  whole  or  in  part,  from  time  to  time,  on  any 
quarterly  dividend  payment  date,  at  the  option  of  the  Corporation,  upon 
payment  of  such  percentages  of  the  par  value  thereof  plus  an  amount 
equal  to  accrued  and  unpaid  dividends  thereon. 

The  time,  place  and  manner  of  such  redemption  shall  be  in  the  dis- 
cretion of  the  Board  of  Directors  of  the  Corporation.  If  less  than 
all  of  the  outstanding  shares  of  First  Preferred  Stock  subject  to  re- 
demption are  to  be  called  for  redemption,  redemption  may  be  made 
of  any  one  series,  or  redemption  may  be  made  of  the  outstanding  shares 
of  all  series  pro  rata,  or  redemption  may  be  made  of  less  than  all  of 
the  outstanding  shares  of  any  one  or  more  series  pro  rata  in  the  discre- 
tion of  the  Board  of  Directors  in  such  manner  as  may  be  prescribed 
by  the  Board  of  Directors.  Redemption  shall  be  made,  however,  only 
on  at  least  thirty  (30)  days  prior  written  notice  to  the  holders  of  the 
stock  to  be  redeemed,  which  notice  shall  be  sufficient  if  contained  in 
a  postpaid  envelope  addressed  and  mailed  to  the  holder  at  his  address 
of  record  as  contained  in  the  books  of  the  Corporation  and  the  time 
of  mailing  such  notice  shall  be  deemed  to  be  the  time  of  delivery  thereof. 
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From  and  after  the  date  fixed  in  any  such  notice  as  the  date  of  redemp- 
tion (unless  default  shall  be  made  by  the  corporation  in  providing 
money  for  the  payment  of  the  redemption  price)  all  dividends  on  the 
First  Preferred  Stock  thereby  called  for  redemption  shall  cease  to 
accrue,  and  upon  deposit  by  the  Corporation  of  the  aggregate  redemp- 
tion price  with  any  bank  or  trust  company  in  the  City  of  New  York 
or  elsewhere  named  in  such  notice,  all  rights  of  the  holders  thereof  as 
stockholders  of  the  Corporation,  except  the  right  to  receive  the  redemp- 
tion price  without  interest  from  such  bank  or  trust  company  upon 
surrender  of  the  certificates  of  stock  to  such  bank  or  trust  company, 
shall  cease  and  terminate. 

(c)  In  the  event  of  any  liquidation  or  dissolution  or  winding  up  of 
the  Corporation,  whether  voluntary  or  involuntary,  or  in  the  event 
of  a  sale  of  all  or  substantially  all  of  the  assets  of  the  Corporation,  or 
upon  any  distribution  of  its  capital,  the  holders  of  the  First  Preferred 
Stock,  irrespective  of  series,  shall  be  entitled  to  receive  ratably  and 
equally  out  of  the  capital  and/or  surplus  of  the  Corporation,  the  par 
value  of  their  shares  and  an  amount  equal  to  the  dividends  unpaid  and 
accumulated  thereon,  and  no  more,  before  any  payment  shall  be  made 
or  any  assets  distributed  to  the  holders  of  the  Second  Preferred  Stock 
or  Common  Stock;  and  payment  shall  be  made  first  on  account  of  the 
accrued  and  unpaid  dividends  on  such  First  Preferred  Stock,  and  then 
on  account  of  the  par  value  of  the  shares  of  First  Preferred  Stock 
ratably;  after  payment  or  distribution  as  aforesaid  to  the  holders  of  the 
First  Preferred  Stock,  the  holders  of  the  Second  Preferred  Stock  and 
of  the  Common  Stock  shall  be  entitled  to  receive  the  remaining  assets 
of  the  Corporation,  as  hereinafter  provided.  A  consolidation  or  merger 
of  the  Corporation  with  any  other  corporation  or  corporations  shall 
not  be  deemed  to  be  a  liquidation,  dissolution,  winding  up  or  distribu- 
tion of  capital  within  the  meaning  of  this  clause,  but  any  such  consoli- 
dation or  merger  shall  in  no  way  impair  the  rights  and  preferences  of 
the  First  Preferred  Stock. 

(d)  The  holders  of  the  First  Preferred  Stock  shall  have  no  right 
to  vote  at  any  meeting  of  stockholders  or  at  any  election  of  the  Cor- 
poration or  otherwise  to  participate  in  any  action  taken  by  the  Cor- 
poration or  the  stockholders  thereof,  and  shall  receive  no  notice  thereof; 
provided,  however,  that  in  the  event  of  default  by  the  Corporation  at 
any  time  in  the  payment  of  dividends  on  such  First  Preferred  Stock, 
aggregating  one  year's  annual  dividends,  then  the  holders  of  such  First 
Preferred  Stock  shall  be  entitled  at  the  next  succeeding  annual  stock- 
holders' meeting  of  the  Corporation  and  at  annual  stockholders'  meet- 
ings thereafter,  while  the  default  in  the  payment  of  dividends  continues, 
to  vote  their  shares  for  the  election  of  the  Board  of  Directors'  of  the 
Corporation,  and  at  any  and  all  stockholders'  meetings  after  such  default 
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shall  be  entitled  to  vote  their  shares  for  all  purposes,  each  shareholder 
having  one  vote  for  each  share  of  stock  held  by  him,  while  any  such  de- 
fault continues.  Such  right  to  vote  upon  default  shall  not  be  exclusive 
of  the  right  to  vote  of  any  other  class  of  shares  entitled  to  vote  by  the 
provisions  hereof. 

(e)  No  First  Preferred  Stock  shall  be  issued  by  the  Corporation  un- 
less the  net  assets  of  the  Corporation  (after  deducting  the  principal 
amount  of  all  indebtedness)  taken  at  cost  (including  the  proceeds  of  the 
sale  of  the  First  Preferred  Stock  to  be  issued)  shall  equal  at  least  150% 
of  the  par  value  of  the  First  Preferred  Stock  then  outstanding  and  the 
par  value  of  the  First  Preferred  Stock  then  to  be  issued. 

CUMULATIVE  SECOND  PREFERRED  STOCK 

(f)  Subject  to  the  rights  of  the  holders  of  the  First  Preferred  Stock 
and  in  subordination  thereto,  the  holders  of  the  Cumulative  Second 
Preferred  Stock  (hereinafter  called  the  Second  Preferred  Stock)  shall  be 
entitled  to  receive,  and  the  Corporation  shall  be  obligated  to  pay,  when 
and  as  declared  by  the  Board  of  Directors  of  the  Corporation,  out  of 
the  surplus  or  net  profits  of  the  Corporation,  dividends  at  the  rate  of 
six  per  cent.  (6%)  per  annum,  and  no  more,  payable  quarterly  on 
the  first  days  of  January,  April,  July  and  October  in  each  year.  Such 
dividends  shall  accrue  from  the  quarterly  dividend  date  next  preced- 
ing the  date  of  the  original  issue  of  each  share  of  such  Second  Preferred 
Stock  unless  such  Second  Preferred  Stock  shall  be  issued  on  a  quarterly 
dividend  payment  date,  and  in  such  case  from  said  date.  Such  dividends- 
shall  be  payable  before  any  dividends  shall  be  paid  upon  or  set  apart 
for  the  Common  Stock  and  shall  be  cumulative,  so  that,  if,  in  any  one 
year,  dividends  at  the  rate  of  six  per  cent.  (6%)  per  annum  shall  not 
have  been  paid  thereon  or  set  apart  therefor,  the  deficiency  shall  be 
fully  paid  or  set  apart  for  payment  before  any  dividends  shall  be  paid 
upon  or  set  apart  for  the  Common  Stock.  The  holders  of  the  Second 
Preferred  Stock  shall  not  be  entitled  to  receive  any  dividends  declared 
and  paid  in  stock  of  the  Corporation. 

(g)  In  the  event  of  any  liquidation  or  dissolution  or  winding  up  of 
the  Corporation,  whether  voluntary  or  otherwise,  or  in  the  event  of 
a  sale  of  all  or  substantially  all  of  the  assets  of  the  Corporation  or 
upon  any  distribution  of  its  capital,  the  holders  of  the  Second  Pre- 
ferred Stock  shall  be  entitled  to  receive,  subject  to  the  rights  of  the 
holders  of  the  First  Preferred  Stock  and  in  subordination  thereof,  as 
hereinbefore  set  forth,  out  of  the  capital  and/or  surplus  of  the  Corpo- 
ration, the  par  value  of  their  shares  and  an  amount  equal  to  the  divi- 
dends unpaid  and  accumulated  thereon,  and  no  more,  before  any 
payment  shall  be  made  or  any  assets  distributed  to  the  holders  of  the 
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Common  Stock.  A  consolidation  or  merger  of  the  Corporation  with  any 
other  corporation  or  corporations  shall  not  be  deemed  to  be  a  liquida- 
tion, dissolution,  winding  up,  sale  or  distribution  of  capital  within  the 
meaning  of  this  clause,  but  any  such  consolidation  or  merger  shall  in 
no  way  impair  the  rights  and  preferences  of  the  Second  Preferred 
Stock. 

(h)  The  holders  of  the  Second  Preferred  Stock  shall  have  no  right 
to  vote  at  any  meeting  of  the  stockholders  or  at  any  election  of  the 
Corporation  or  otherwise  to  participate  in  any  action  taken  by  the 
Corporation  or  the  stockholders  thereof  and  shall  receive  no  notice 
thereof. 

(i)  The  Second  Preferred  Stock  shall  be  subject  to  redemption,  and 
may  be  redeemed  and  retired  in  whole  or  in  part  from  time  to  time 
on  any  quarterly  dividend  date,  at  the  option  of  the  Corporation,  at  a 
price  of  one  hundred  and  five  (105)  per  cent,  of  the  par  value  thereof, 
plus  an  amount  equal  to  accrued  and  unpaid  dividends  thereon.  The 
time,  place  and  manner  of  such  redemption  shall  be  in  the  discretion 
of  the  Board  of  Directors  of  the  Corporation,  and  may  be  made  in 
the  same  manner  prescribed  for  the  redemption  of  the  respective  series 
of  the  First  Preferred  Stock,  except  that  unless  the  consent  of  the 
holders  of  at  least  two-thirds  (2/3)  of  the  First  Preferred  Stock  out- 
standing shall  be  given,  either  in  writing  or  by  vote  in  person  or  by 
proxy  at  a  meeting  duly  called  upon  twenty  (20)  days'  notice  for  that 
purpose,  the  Corporation  shall  not  redeem  all  or  any  portion  of  the 
Second  Preferred  Stock. 

Whenever  the  net  earnings  of  the  Corporation,  in  excess  of  taxes, 
interest,  fixed  charges  and  operating  expenses,  for  twelve  consecutive 
calendar  months  within  the  immediately  preceding  fifteen  calendar 
months  shall  be  in  the  aggregate  not  less  than  three  (3)  times  the  amount 
payable  as  dividends  for  a  like  period  upon  the  First  Preferred  Stock 
already  outstanding,  and  upon  any  particular  number  of  shares  of  the 
Second  Preferred  Stock,  said  number  of  shares  of  Second  Preferred 
Stock  (if  less  than  all  to  be  fixed  by  lot),  may,  upon  vote  of  the  Board 
of  Directors,  cease  to  be  subordinated  to  the  First  Preferred  Stock, 
and  the  Board  of  Directors  may  classify  and  reclassify  the  same  by 
fixing  and  altering  the  preferences,  restrictions,  and  qualifications  of 
said  shares  of  First  Preferred  and  Second  Preferred  Stock,  and  may 
thereafter  designate  them  as  First  Preferred  Stock,  Six  Per  Cent.  (6%) 
Series,  and  said  shares  of  Second  Preferred  Stock  so  converted  shall 
be  thereafter  entitled  to  the  same  preferences  and  subject  to  the  same 
restrictions  and  qualifications  as  First  Preferred  Stock,  Six  Per  Cent. 
(6%)  Series,  and  certificates  for  said  Second  Preferred  Stock  may  be 
thereafter  exchanged  for  certificates  of  First  Preferred  Stock,  Six  Per 
Cent.  (6%)  Series. 
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Whenever,  under  the  provisions  hereof,  the  earnings  of  the  Corpora- 
tion are  required  to  be  computed  for  a  stated  period  and  any  stocks, 
bonds  or  other  securities  owned  by  the  Corporation  shall  have  been 
owned  by  it  during  a  part  but  not  during  the  whole  of  said  period,  or 
shall  be  simultaneously  acquired,  then  in  every  such  case,  the  dividends, 
interest  or  other  income  derived  from  such  stocks,  bonds  or  other  secur- 
ities during  the  said  part  of  said  period  as  shall  have  preceded  the 
acquirement  thereof  by  the  Corporation  shall  be  treated  as  earnings  of 
the  Corporation  for  such  part  of  said  period  for  the  purposes  herein 
stated. 

Proof  as  to  the  net  earnings  of  the  Corporation  and  as  to  the  amount 
of  the  Second  Preferred  Stock  which  has  ceased  to  be  subordinated 
to  the  First  Preferred  Stock  and  which  has  been  converted  into  an 
equal  number  of  shares  of  First  Preferred  Stock,  Six  Per  Cent.  (6%) 
Series,  as  hereinbefore  provided,  shall  be  evidenced  by  the  affidavit  of 
the  treasurer  or  assistant-treasurer  of  the  Corporation  and  certified  as 
correct  by  a  firm  of  certified  public  accountants  and  filed  in  the  principal 
office  of  the  Corporation,  in  addition  to  any  other  certificate  required 
by  the  statutes  of  the  State  of  Maryland. 

COMMON  STOCK 

(j)  When  dividends  have  been  paid  upon  or  have  been  set  apart 
for  the  payment  of  dividends  for  the  current  quarter  upon  the  First 
Preferred  Stock  and  upon  the  Second  Preferred  Stock,  dividends  upon 
the  Common  Stock  may  be  declared,  payable  then  or  thereafter,  out  of 
any  surplus  or  net  profits  of  the  Corporation  then  remaining. 

(k)  The  holders  of  the  Class  A  Common  Stock  shall  be  entitled  to 
receive,  and  the  Corporation  shall  be  obligated  to  pay,  but  only  when 
and  as  declared  by  the  Board  of  Directors  of  the  Corporation,  out  of 
the  surplus  or  net  profits  of  the  Corporation,  dividends  payable  quar- 
terlj'  on  the  first  days  of  January,  April,  July,  and  October  in  each 
year,  and  such  dividends,  up  to  but  not  exceeding  two  and  one-half 
($2.50)  dollars  per  share  per  annum,  shall  be  payable  before  any  divi- 
dends shall  be  paid  upon  or  set  apart  for  the  Class  B  Common  Stock. 
After  a  sum  sufficient  for  the  payment  of  the  current  quarterly  divi- 
dends on  the  Class  A  Common  Stock  at  the  rate  of  Two  and  one-half 
($2.50)  Dollars  per  share  per  annum  shall  have  been  paid  or  set  apart 
for  that  purpose  from  the  Corporation's  net  profits  or  surplus,  dividends 
may  be  then  paid  or  set  apart  for  payment  quarterly  in  each  said 
calendar  year  upon  the  Class  B  Common  Stock  at  the  rate  of  One  and 
one-half  ($1.50)  Dollars  per  share  per  annum,  and  no  more  shall  be 
declared  or  paid  or  set  apart  upon  the  Class  B  Common  Stock  until 
additional  dividends  have  been  declared  and  paid  or  set  apart  on  the 


270  AMERICAN  INVESTMENT  TRUSTS 

Class  A  Common  Stock  at  the  rate  of  One  and  one-half  ($1.50)  Dol- 
lars per  annum,  so  that  there  shall  have  been  paid  or  set  aside  for  the 
holders  of  Class  A  Common  Stock,  dividends  aggregating  Four  ($4.00) 
Dollars  per  share  per  annum.  After  a  sum  sufficient  for  the  payment 
of  the  current  quarterly  dividends  on  the  Class  A  Conunon  Stock  at 
the  rate  of  Four  ($4.00)  Dollars  per  share  per  annum  shall  have 
been  paid  or  set  apart  for  that  purpose  from  the  Corporation's  net 
profits  or  surplus,  additional  dividends  may  then  be  declared  and  paid 
or  set  apart  for  paj^ment  quarterly  in  each  such  calendar  year  on  the 
Class  B  Common  Stock  at  the  additional  rate  of  Two  and  one-half 
($2.50)  Dollars  per  annum.  The  right  of  the  Class  A  Common  Stock 
to  receive  any  dividends  hereinbefore  provided  for  in  priority  to  the  pay- 
ment of  any  initial  dividend  or  any  additional  dividend  upon  the  Class 
B  Common  Stock,  and  also  the  right  of  the  Class  B  Common  Stock  to 
receive  any  dividends  before  the  payment  of  any  additional  dividends 
on  the  Class  A  Common  Stock,  as  hereinbefore  provided  for,  shall  be 
non-cumulative  regardless  whether  the  profits  of  the  Corporation  dur- 
ing any  period  during  which  dividends  shall  not  be  declared  or  paid  are 
sufficient  to  pay  all  or  any  part  of  any  dividends  hereinbefore  pro- 
vided for  during  such  period.  After  dividends  have  been  declared 
and  paid  or  set  apart  for  payment  in  any  year  on  both  Class  A  and 
Class  B  Common  Stocks  in  the  respective  priorities  above  set  forth  so 
that  the  Class  A  and  Class  B  Common  Stocks  shall  have  received  or 
had  set  apart  therefor  dividends  at  the  rate  of  Four  ($4.00)  Dollars  per 
share  per  annum,  additional  dividends  may  be  declared  and  paid  or 
set  apart  for  payment  from  any  remaining  surplus  or  net  profits,  ratably 
and  equally  per  share  on  all  shares  of  both  Class  A  and  Class  B  Com- 
mon Stock.  Neither  class  of  Common  Stock  of  the  Corporation  shall  be 
entitled  to  receive  any  dividends  in  stock  of  the  Corporation,  if  and 
when  declared,  except  in  stock  of  its  own  class,  and  any  stock  divi- 
dends, or  any  split-up  or  subdivision  of  shares  of  common  stock,  shall 
be  declared  and  paid  or  made  in  such  a  manner  as  to  maintain  the  then 
existing  proportions  between  the  shares  then  outstanding  of  the  two 
classes  of  common  stock. 

(1)  In  case  of  any  distribution  of  any  assets  of  the  Corporation, 
whether  upon  dissolution  or  liquidation  or  sale  of  all  of  its  assets,  sub- 
ject to  the  rights  of  the  holders  of  the  First  Preferred  Stock  and  the 
Second  Preferred  Stock  respectively,  as  hereinbefore  set  forth,  the  re- 
maining capital  assets  and/or  surplus  of  the  Corporation  shall  be  dis- 
tributed equally  and  pro  rata  among  the  holders  of  the  Common  Stock 
of  each  class  in  such  proportions  as  the  entire  amount  theretofore  paid 
by  all  the  holders  of  the  stock  of  such  class  shall  be  to  the  entire  amount 
theretofore  paid  into  the  Corporation  by  the  holders  of  all  the  shares 
of  both  classes  of  Common  Stock. 
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(m)  Whenever  the  surplus  and/or  reserves  of  the  Corporation  shall 
equal  or  exceed  the  sum  of  $10,000,000  and  provided  that  annual  divi- 
dends for  at  least  two  years  shall  have  been  paid  at  the  rate  of  $4.00 
per  share  per  annum  upon  both  Class  A  and  Class  B  Common  Stock 
ratably  out  of  the  net  earnings  of  the  Corporation,  any  particular 
number  of  shares  of  Class  B  Common  Stock,  or  all  the  shares  thereof 
then  outstanding,  said  number  of  shares  of  Class  B  Common  Stock  (if 
less  than  all  to  be  fixed  by  lot)  may,  upon  vote  of  the  Board  of  Directors, 
cease  to  be  subordinated  to  the  Class  A  Common  Stock,  and  the  Board 
of  Directors  may  classify  and  reclassify  the  same  by  altering  the  pref- 
erence restrictions  and  qualifications  of  the  shares  of  Class  A  and  Class 
B  ConMnon  Stock  and  the  same  shall  be  converted  and  changed  into 
Class  A  Common  Stock,  and  certificates  for  such  Class  B  Common  Stock 
may  thereafter  be  exchanged  for  certificates  of  Class  A  Common  Stock. 

Proof  as  to  the  surplus  and/or  reserves  of  the  Corporation,  and  the 
amount  of  dividends  paid  respectively  upon  the  Class  A  and  Class  B 
Common  Stock,  and  as  to  the  ^number  of  shares  of  Class  B  Common 
Stock  which  have  ceased  to  be  subordinated  to  the  Class  A  Common 
Stock,  and  which  have  been  converted  into  an  equal  number  of  shares 
of  Class  A  Common  Stock  as  hereinbefore  provided,  shall  be  evi- 
denced by  the  affidavit  of  the  treasurer  or  assistant  treasurer  of  the 
Corporation,  and  certified  as  correct  by  a  firm  of  certified  public  ac- 
countants, and  filed  in  the  principal  office  of  the  Corporation  in  addi- 
tion to  any  other  certificate  required  by  the  statutes  of  the  State  of 
Maryland.  In  the  event  that  all  the  outstanding  shares  of  Class  B 
Common  Stock  shall  be  converted  into  an  equal  number  of  shares  of 
Class  A  Common  Stock,  then,  in  case  of  any  distribution  of  any  assets 
of  the  Corjioration,  whether  upon  dissolution  or  liquidation  or  sale  of 
all  its  assets,  subject  to  the  rights  of  the  holders  of  the  First  Preferred 
Stock  and  the  Second  Preferred  Stock  respectively,  as  hereinbefore 
set  forth,  all  of  the  remaining  capital  assets  and/or  surplus  of  the 
Corporation  shall  be  distributed  equally  and  ratably  among  the  holders 
of  the  Class  A  Common  Stock. 

(n)  The  holders  of  the  Common  Stock,  both  Class  A  and  Class  B 
shall  have  exclusive  voting  power  for  all  purposes  of  the  Corporation 
(subject  to  provisions  of  Subdivision  (d)  of  Section  Fourth  hereof), 
and  each  holder  of  one  share  of  such  stock,  whether  Class  A  or  Class  B, 
shall  have  one  vote  for  each  share  of  stock  held  by  him. 

Fifth. — The  authorized  amount  of  First  Preferred,  Second  Preferred 
and  Common  Stock,  or  any  thereof,  may  be  increased  at  any  time  by  a 
vote  of  the  holders  of  Common  Stock  representing  a  majority  of  the 
total  number  of  shares  of  Common  Stock  issued  and  outstanding.  Upon 
the  vote  of  a  majority  of  the  directors  of  the  Corporation,  and  of  a 
majority  of  the  total  number  of  shares  of  the  Common  Stock  issued 
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and  outstanding,  the  Corporation  may  from  time  to  time  create  one  or 
more  other  classes  of  stock,  with  such  designations,  preferences,  voting 
powers,  restrictions  or  qualifications  as  may  be  determined  by  such 
vote,  which  may  be  the  same  or  different  from  the  designations,  pref- 
erences, voting  powers,  restrictions  or  qualifications  of  the  classes  of  stock 
of  the  Corporation  then  issued,  except  that  no  new  class  of  stock  shall 
hereafter  be  created  which  is  entitled  to  dividends  or  shares  in  distri- 
bution of  assets  in  priority  to  the  First  Preferred  Stock  unless  the  holders 
of  not  less  than  two-thirds  of  the  shares  of  First  Preferred  Stock  out- 
standing shall  consent  thereto  in  writing  or  by  vote  in  person  or  by 
proxy  at  a  meeting  duly  called  for  that  purpose.  Any  such  vote  authoriz- 
ing the  creation  of  a  new  class  of  stock  may  provide  that  all  moneys 
payable  by  the  Corporation  with  respect  to  any  such  class  of  stock 
shall  be  paid  in  the  money  of  any  foreign  country  named  therein  or 
designated  by  the  Board  of  Directors,  pursuant  to  authority  herein 
granted,  at  a  fixed  rate  of  exchange  with  the  money  of  the  United 
States  of  America  therein  stated  or  provided  for,  and  all  such  payments 
shall  be  made  accordingly.  Any  such  vote  may  authorize  any  shares 
of  any  class  of  stock  then  authorized  but  unissued  to  be  reclassified  as 
shares  of  such  new  class  or  classes. 

Sixth. — No  holder  of  any  stock  of  this  Corporation  shall  be  entitled 
as  of  right  to  purchase  or  subscribe  for  any  part  of  any  unissued  stock 
of  this  Corporation  or  for  any  additional  stock  of  any  class  to  be 
issued  by  reason  of  any  increase  of  the  authorized  capital  stock  of  this 
Corporation  or  of  bonds,  certificates  of  indebtedness,  debentures  or 
other  securities  convertible  into  stock  of  this  Corporation,  but  any 
such  unissued  stock  or  any  such  additional  authorized  issue  of  new 
stock  or  of  securities  convertible  into  stock,  may  be  issued  and  disposed 
of  by  the  Board  of  Directors  to  such  persons,  firms,  corporations  or 
associations  and  upon  such  terms  as  the  Board  of  Directors  may  in 
their  discretion  determine,  without  offering  to  the  stockholders  then 
of  record  or  any  class  of  stockholders,  any  thereof  on  the  same  terms 
or  on  any  terms. 

Seventh. — In  case  the  Corporation  enters  into  contracts  or  trans- 
acts any  business  with  one  or  more  of  its  directors,  or  with  any  corpora- 
tion or  association  of  which  one  or  more  of  its  directors  are  stock- 
holders, directors,  officers  or  trustees,  such  contracts  or  transactions  shall 
not  be  invalidated  or  in  any  wise  affected  by  the  fact  that  such  director 
or  directors  have  or  may  have  interest  therein  which  is  or  might  be 
adverse  to  the  interests  of  this  Corporation,  even  though  the  vote  of 
such  director  or  directors  having  such  adverse  interest  shall  have  been 
necessary  to  authorize,  ratify  or  approve  of  such  contracts  or  transac- 
tions. No  such  director  or  directors  shall  be  liable  to  the  Corporation 
or  to  any  stockholder  or  creditor  thereof  or  to  any  other  person  for 
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any  loss  incurred  by  it  under  or  by  reason  of  any  such  contract  or 
transaction,  nor  shall  such  director  or  directors  be  accountable  for 
any  gains  or  profits  realized  thereon. 

Eighth. — The  Corporation  may  sell,  lease  or  exchange  all  of  its 
property  and  franchises  upon  the  consent  of,  and  for  such  consideration 
and  upon  such  terms  as  may  be  approved  by,  the  holders  of  sixty 
per  cent,  of  the  number  of  shares  of  outstanding  stock  entitled  to  vote, 
expressed  in  writing  or  by  a  vote  at  a  meeting  called  for  that  purpose 
in  the  manner  provided  by  the  by-laws  of  the  Corporation  for  special 
meetings  of  stockholders. 

Upon  the  like  vote  of  the  stockholders  entitled  to  vote,  and  upon 
vote  of  the  Board  of  Directors,  in  order  to  effect  the  reincorporation 
or  reorganization  of  the  corporation,  without  a  liquidation  or  winding  up: 

(a)  All  the  property,  franchises,  rights  and  assets  of  the  Corporation 
may  be  sold,  conveyed,  assigned  and  transferred  as  an  entirety  to  a 
new  corporation  or  voluntary  association  to  be  organized  under  the  laws 
of  the  United  States,  the  State  of  Maryland,  or  of  any  other  State  of 
the  United  States,  or  of  any  foreign  state,  for  the  purpose  of  so  taking 
over  all  the  property,  franchises,  rights  and  assets  of  the  Corporation 
with  the  same  or  a  different  authorized  number  of  shares  of  stock, 
and  with  the  same  preferences,  voting  powers,  restrictions  and  qualifica- 
tions thereof  as  may  then  attach  to  the  classes  of  stock  of  this  Corpora- 
tion then  outstanding  (provided  that  the  whole  or  any  part  of  such 
stock  or  of  any  class  thereof  may  be  stock  with  a  nominal  or  par  value) 
the  consideration  for  such  sale  and  conveyance  to  be  the  assumption  by 
such  new  company  of  all  of  the  then  outstanding  liabilities  of  this 
Corporation  and  the  issuance  and  delivery  by  the  new  company  of 
shares  of  stock  (any  or  all  thereof  either  with  or  without  nominal  or 
par  value)  of  such  new  company  of  the  several  classes  into  which  the 
stock  of  this  Corporation  is  then  divided  equal  in  number  to  the  num- 
ber of  shares  of  stock  of  this  Corporation  of  said  several  classes  then 
outstanding.  In  the  event  of  such  sale  each  holder  of  stock  in  this 
Corporation  agrees,  so  far  as  he  may  be  so  permitted  by  the  laws  of 
Maryland,  forthwith  to  surrender  for  cancellation  his  certificate  or  cer- 
tificates for  stock  of  this  Corporation  and  to  receive  and  accept  in 
exchange  therefor,  as  his  full  and  final  distributive  shares  of  the  pro- 
ceeds of  such  sale  and  conveyance  and  of  the  assets  of  this  Corporation, 
a  number  of  shares  of  the  stock  of  the  new  company  or  association  of 
the  class  corresponding  to  the  class  of  the  shares  surrendered  equal  in 
number  to  the  shares  of  stock  of  this  Corporation  so  surrendered  and 
in  such  event  no  holder  of  any  of  the  stock  of  this  Corporation  shall 
have  any  rights  or  interest  in  or  against  this  Corporation,  except  the 
right  upon  surrender  of  his  certificates  as  aforesaid  properly  endorsed 
to  receive  from  this  Corporation  certificates  for  such  shares  of  such  new 
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company  as  herein  provided.  Such  new  company  or  association  may, 
but  need  not,  have  all  or  any  of  the  powers  of  this  Corporation,  and  the 
charter  and  by-laws  of  such  new  company  or  association  may,  but  need 
not,  contain  all  or  any  of  the  provisions  contained  in  the  certificate  of 
incorporation  and  by-laws  of  this  Corporation;  or 

(b)  The  Corporation  as  the  attorney  and  agent  of  the  holders  of  all 
of  its  outstanding  stock  may  sell,  assign  and  transfer  all  such  stock  to 
a  new  company  or  voluntary  association  organized  under  the  laws  of  the 
United  States,  the  State  of  Maryland,  or  any  other  State  of  the  United 
States,  or  of  any  foreign  state,  and  may  receive  as  the  consideration 
therefor  shares  of  stock  of  such  new  company  or  association  of  the 
several  classes  into  which  the  stock  of  this  Corporation  is  then  divided 
equal  in  number  to  the  number  of  shares  of  stock  of  this  Corporation 
of  such  several  classes  then  outstanding,  such  shares  of  said  new  com- 
pany to  have  the  same  preferences,  voting  powers,  restrictions  and 
qualifications  thereof  as  may  then  attach  to  the  classes  of  stock  of  this 
Corporation  then  outstanding,  except  that  the  whole  or  any  part  of  such 
stock  or  any  class  thereof  may  be  stock  with  or  without  nominal  or  par 
value.  In  order  to  make  effective  such  a  sale,  assignment  and  transfer 
this  Corporation  shall  have  the  right  to  transfer  all  its  then  outstanding 
stock  on  its  books  and  to  issue  and  deliver  new  certificates  therefor  in 
such  names  and  amounts  as  such  new  company  or  association  may  direct, 
without  receiving  for  cancellation  the  certificates  for  such  stock  previ- 
ously issued  and  then  outstanding. 

Upon  completion  of  such  sale,  assignment  and  transfer  as  contemplated 
in  either  sub-paragraph  (a)  or  sub-paragraph  (b)  immediately  preced- 
ing, the  holders  of  the  stock  of  this  Corporation  shall  have  no  rights  or 
interests  in  or  against  this  Corporation  except  the  right,  upon  surrender 
of  certificates  for  stock  of  this  Corporation  properly  endorsed  to  receive 
from  this  Corporation  certifictaes  for  shares  of  stock  of  such  new  com- 
pany or  association  of  the  class  corresponding  to  the  class  of  the  sur- 
rendered shares  equal  in  number  to  the  number  of  shares  of  stock  of  this 
Corporation  so  surrendered. 

Ninth. — The  Corporation  may  close  its  affairs  and  be  dissolved  in  the 
manner  provided  by  law  upon  the  vote  of  a  majority  of  the  whole 
Board  of  Directors  and  the  vote  of  the  holders  of  a  majority  in  amount 
of  the  Common  Stock. 

Tenth. — Upon  the  written  consent  or  the  vote  of  the  holders  of  a 
majority  in  number  of  the  shares  then  outstanding  and  entitled  to  vote 
(1)  any  or  every  statute  of  the  State  of  Maryland  hereafter  enacted, 
whereby  the  rights,  powers  or  privileges  of  the  stockholders  of  corpo- 
rations organized  under  the  general  laws  of  said  State  are  increased, 
diminished  or  in  any  way  affected  or  whereby  effect  is  given  to  the  action 
taken  by  any  part  less  than  all  of  the  stockholders  of  any  such  corpo- 
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ration,  shall  apply  to  this  Corporation  and  shall  be  binding  not  only 
upon  this  Corporation  but  upon  every  stockholder  thereof  to  the  same 
extent  as  if  such  statute  had  been  in  force  at  the  date  of  the  making, 
and  filing  of  the  certificate  of  incorporation  of  this  Corporation  and/or 
(2)  amendments  to  the  certificate  of  incorporation,  authorized  by  the 
laws  of  the  State  of  Maryland,  at  the  time  of  the  making  of  such  amend- 
ments, may  be  made.  No  such  written  consent  or  vote  shall  decrease 
the  preference  of  the  First  Preferred  Stock  or  of  the  Second  Preferred 
Stock  (whether  as  to  dividends  or  in  the  distribution  of  assets)  or 
decrease  the  price  at  which  the  First  Preferred  Stock  or  the  Second 
Preferred  Stock  may  be  redeemed,  except  with  the  consent  of  the  holders 
of  at  least  two-thirds  of  the  then  outstanding  stock  of  the  class  affected 
by  such  decrease,  which  consent  may  be  expressed  by  such  stockholders 
either  in  writing  or  by  vote  at  a  meeting  duly  called  for  that  purpose. 
Eleventh. — The  Corporation  shall  have  seven  directors,  which  num- 
ber may  be  changed  from  time  to  time  in  such  lawful  manner  as  the 
by-laws  of  the  Corporation  shall  provide. 

Name  Address 

William  R.  Bull  622  Clinton  Avenue,  Bridgeport,  Conn. 

Lawrence  P.  Carron         68  Christie  Street,  Richfield  Park,  N.  J. 

Frank  B.  Erwin  514  West  End  Avenue,  New  York  City. 

George  P.  Rea  c/o  Manufacturers  &  Traders  Trust  Co.,  Buf- 

falo, New  York. 

Herbert  W.  Rice  c/o  U.  S.  Gutta  Percha  Paint  Co.,  Providence, 

Rhode  Island. 

Leland  Rex  Robinson      50  Pine  Street,  New  York  City, 

Louis  H.  Seagrave  Bronxville,  New  York. 

shall  act  as  directors  of  the  Corporation  until  its  first  annual  meeting 
or  until  their  successors  shall  have  been  chosen  or  shall  have  been 
qualified.  Directors  shall  be  stockholders  and  may  be  removed  at  any 
time  for  cause  by  the  affirmative  vote  of  the  majority  of  the  entire 
Board  of  Directors. 

Twelfth. — The  Board  of  Directors  of  the  Corporation  is  hereby 
empowered  to  authorize  the  issuance  from  time  to  time  of  shares  of  the 
stock  of  the  Corporation  without  par  value  of  any  class,  whether  now  or 
hereafter  authorized,  and  of  securities  convertible  into  shares  of  its  stock 
without  par  value  of  any  class,  for  such  consideration  and  on  such  terms 
as  said  Board  of  Directors  may  deem  advisable,  subject  to  such  limi- 
tations and  restrictions  if  any,  as  may  be  set  forth  in  the  By-Laws  of  the 
Corporation. 

Thirteenth. — The  Board  of  Directors  shall  have  the  general  manage- 
ment and  control  of  all  the  property  of  the  Corporation,  may  exercise 
all  the  powers  of  the  Corporation  except  such  as  may  be  expressly 
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limited  by  law  to  the  stockholders.  Without  limiting  the  generality  of 
the  foregoing  powers  and  subject  to  and  unless  prohibited  by  the  statutes 
of  the  State  of  Maryland,  the  Board  of  Directors,  without  consent  or 
other  action  of  the  Stockholders  of  this  Corporation  may  authorize  the 
Corporation  to  purchase,  acquire,  hold,  lease,  mortgage,  pledge,  sell  or 
convey  such  property,  real  and/or  personal,  without  as  well  as  within 
the  State  of  Maryland  as  the  Board  of  Directors  may,  from  time  to 
time  determine,  and  in  payment  for  any  property  or  for  cash  to  issue 
or  cause  to  be  issued  stock  of  this  Corporation,  or  bonds,  debentures, 
notes  or  other  obligations  thereof,  secured  or  unsecured. 

Fourteenth. — This  Corporation  is  to  have  perpetual  existence. 

In  Witness  Whereof,  we  have  hereunto  signed  these  presents  this 
15th  day  of  October,  1926. 

Witness: 
Cora  E.  Schotta.  R.  Dorsey  Watkins, 

Cora  E.  Schotta.  Huntington  Cairns, 

Cora  E.  Schotta.  Leslie  E.  Mihm. 

State  of  Maryland, )  ^^  . 
City  of  Baltimore,  / 

This  is  to  certify  that  on  this  15th  day  of  October,  1926,  before  the 
subscriber,  a  Notary  Public  of  the  State  of  Maryland  in  and  for  the  City 
of  Baltimore  City,  personally  appeared  R.  Dorsey  Watkins,  Huntington 
Cairns  and  Leslie  E.  Mihm,  subscribers  to  the  Certificate  of  Incorpora- 
tion of  Second  International  Securities  Corporation  and  each  severally 
acknowledged  the  same  to  be  his  respective  act  and  deed. 

Witness  my  hand  and  notarial  seal  the  day  and  year  last  above 
written. 

Cora  E.  Schotta, 
(Notarial  Seal.)  Notary  Public. 


SECOND  INTERNATIONAL  SECURITIES  CORPORATION 

BY-LAWS 

TITLE— LOCATION 

Section  1.  Title. — The  title  of  this  Corporation  is  Second  Inter- 
national SBCUTtiTiES  Corporation. 

Section  2.  Principal  Office. — The  principal  office  of  the  Corpo- 
ration in  Maryland  shall  be  at  101  East  Fayette  Street,  Baltimore,  Mary- 
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land.  The  Corporation  may  also  have  offices  at  such  other  places  as 
the  Board  of  Directors  may  from  time  to  time  appoint,  or  as  the  busi- 
ness of  the  Ck)rporation  may  require. 

SEAL 

Section  3.  Seal. — The  corporate  seal  shall  have  inscribed  thereon 
the  name  of  the  Corporation,  the  year  of  its  organization  and  the  words 
"Corporate  Seal,  Maryland."  One  or  more  duplicate  dies  for  impress- 
ing such  seal  may  be  kept  and  used. 

MEETINGS  OF  STOCKHOLDERS 

Section  4.  Place  of  Meeting. — All  meetings  of  the  stockholders 
must  be  held  within  the  State  of  Maryland  at  the  principal  office  of  the 
Corporation  in  Baltimore. 

Section  5.  Annual  Meeting. — The  annual  meeting  of  the  stock- 
holders of  the  Corporation  for  the  election  of  directors,  and  the  trans- 
action of  such  other  business  as  may  properly  come  before  the  meeting 
for  the  year  1927,  shall  be  held  on  the  18th  day  of  April,  1927,  at  11 
o'clock  A.  M.,  and  after  the  year  1927  shall  be  held  on  the  third  Monday 
of  April  in  each  year,  if  not  a  legal  holiday,  and  if  a  legal  holiday  then 
on  the  next  secular  day  following  at  11  o'clock  A.  M.  If  for  any  reason 
any  annual  meeting  shall  not  be  held  at  the  time  herein  specified,  the 
same  may  be  held  at  any  time  thereafter  upon  notice,  as  hereinafter 
provided,  or  the  business  thereof  may  be  transacted  at  any  special  meet- 
ing called  for  that  purpose. 

Section  6.  Special  Meetings. — Special  meetings  of  the  stockholders 
may  be  called  by  the  President  or  a  Vice-President  whenever  the  one  so 
calling  the  meeting  deems  it  necessary  or  advisable  and  shall  be  called 
by  the  President  or  a  Vice-President  whenever  so  directed  by  order  or 
resolution  of  a  majority  of  the  Board  of  Directors,  or  a  majority  of  the 
Executive  Committee  and  whenever  the  holders  of  one-fourth  of  the 
capital  stock  of  the  Corporation  entitled  to  vote  at  such  meetings  shall, 
in  writing,  request  the  same. 

Section  7.  Notice  of  Meetings. — Notice  of  the  time  and  place  of 
the  annual  and  of  each  special  meeting  of  the  stockholders  shall  be  given 
to  each  of  the  stockholders  entitled  to  vote  at  such  meeting  by  mailing 
the  same  in  a  postage  prepaid  wrapper  addressed  to  each  such  stock- 
holder at  his  address  as  it  appears  on  the  books  of  the  Corporation,  or 
by  delivering  the  same  personally  to  any  such  stockholder,  in  lieu  of 
such  mailing,  at  least  ten  (10)  days  prior  to  such  meeting,  but,  except 
as  otherwise  required  by  law,  notice  of  any  such  meeting  called  by 
direction,  order  or  resolution  of  a  majority  of  the  Board  of  Directors, 
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or  a  majority  of  tlie  Executive  Committee  shall  be  sufficient,  if  given  as 
aforesaid  not  less  than  five  (5)  days  prior  to  such  meeting,  if  the 
majority  of  the  Board  of  Directors  or  of  the  Executive  Committee 
directing  the  call  of  such  meeting  shall  so  direct,  and  meetings  may  be 
held  without  notice  if  all  of  the  stockholders  entitled  to  vote  thereat 
are  present  in  person  or  by  proxy,  or  if  notice  thereof  is  waived  by  all 
such  stockholders  before  or  after  the  meeting  or  by  those  not  present  in 
person  or  by  proxy. 

Section  8.  Closing  of  Books. — The  Board  of  Directors  may,  from 
time  to  time,  fix  the  time,  not  exceeding  twenty  (20)  days,  preceding 
the  date  of  any  meeting  of  the  stockholders,  any  dividend  payment  date 
or  any  date  for  the  allotment  of  rights  during  which  the  books  of  the 
Corporation  shall  be  closed  against  transfers  of  stock;  or  in  lieu  of  provid- 
ing for  the  closing  of  the  books  for  the  transfer  of  stock  as  aforesaid, 
the  Board  of  Directors  may,  from  time  to  time,  fix  a  date,  not  exceeding 
twenty  (20)  days  preceding  the  date  of  any  meeting  of  stockholders, 
any  dividend  paj'ment  date  or  any  date  for  the  allotment  of  rights  as 
the  record  date  for  the  determination  of  the  stockholders  entitled  to 
notice  of  and  to  vote  at  such  meeting,  or  entitled  to  receive  such 
dividends  or  rights  as  the  case  may  be;  and  in  such  case  only  stock- 
holders of  record  on  such  date  shall  be  entitled  to  notice  of  and  to  vote 
at  such  meeting  or  to  receive  such  dividends  or  rights  as  the  case  may  be. 

Section  9.  Votinc,  at  Stockholders'  Meetings. — At  all  meetings 
of  stockholders,  each  stockholder  of  record  entitled  to  vote  at  such  meet- 
ing shall  be  entitled  to  one  vote  for  each  share  of  stock  standing  regis- 
tered in  his  name  on  the  books  of  the  Corporation  at  the  time  of  the 
closing  of  the  transfer  books  for  said  meeting,  or  if  such  transfer  books 
shall  not  have  been  closed,  then  for  each  share  of  stock  standing  regis- 
tered in  his  name  at  the  time  of  the  meeting  and  such  votes  may  be  cast 
either  in  person  or  by  proxy  granted  in  accordance  with  the  laws  of  the 
State  of  Maryland. 

Section  10.  Quorum  and  Adjournment. — The  holders  of  record 
for  the  time  being  of  a  majority  of  the  total  number  of  shares  of  stock 
issued  and  outstanding  and  entitled  to  vote  at  a  meeting  of  stockholders, 
present  in  person  or  represented  by  proxy,  shall  be  requisite  to  and  shall 
constitute  a  quorum  for  the  transaction  of  business  at  such  meeting.  If, 
however,  a  quorum  shall  not  be  present  or  represented  at  any  meeting 
of  stockholders,  the  stockholders  present  in  person  or  by  proxy,  shall 
have  power  to  adjourn  the  meeting  from  time  to  time  without  notice, 
other  than  announcement  at  the  meeting,  until  holders  of  record  of  the 
requisite  amount  of  stock  shall  be  present  or  represented.  At  such 
adjourned  meeting  at  which  the  holders  of  the  requisite  amount  of  stock 
shall  be  represented,  any  business  may  be  transacted  which  might  have 
been  transacted  at  the  meeting  as  originally  notified. 
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DIRECTORS 

Section  U.  Number  of  Directors  and  Classification. — The  Board 
of  Directors  shall  be  not  less  than  five  (5)  nor  more  than  fifteen  (loj 
in  number  as  may  be  fixed  by  the  Board  of  Directors  from  time  to  time. 
The  Board  of  Directors  are  authorized,  by  a  vote  of  the  majority  of  the 
entire  board,  to  increase  the  number  of  directors  fixed  by  the  Charter 
or  by  the  By-Laws  within  the  limit  hereinabove  specified,  from  time  to 
time,  and  to  fill  the  vacancies  created  by  any  such  increase  in  the 
number. 

The  Board  of  Directors  of  the  Corporation,  at  their  first  meeting,  shall 
classify  themselves  relative  to  the  period  of  time  for  which  they  shall 
serve  into  three  (3)  classes,  each  consisting,  as  nearly  as  possible,  of 
one-third  (1/3)  of  the  whole  number  of  the  Board  of  Directors.  The 
directors  in  the  first  class  shall  be  elected  for  a  term  of  one  year;  the 
directors  of  the  second  class  shall  be  elected  for  a  term  of  two  years; 
the  directors  of  the  third  class  shall  be  elected  for  a  term  of  three  years; 
and  at  each  annual  election,  the  successors  to  the  class  of  directors  whose 
terms  shall  expire  in  that  year,  shall  be  elected  to  hold  office  for  the 
term  of  three  years,  so  that  the  term  of  ofSce  of  one  class  of  directors 
shall  expire  in  each  year.  Whenever  under  the  provisions  hereof,  the 
number  of  directors  is  increased  and  vacancies  caused  by  such  increase 
are  filled  by  the  Board  of  Directors,  the  Board  of  Directors  in  filling 
such  vacancies  shall  classify  such  directors  so  elected  in  accordance  \\'ith 
the  provisions  hereof  so  that  each  of  the  three  classes  shall  contain  as 
nearly  equal  numbers  as  possible.  No  class  of  directors  shall  be  elected 
for  a  period  shorter  than  that  from  the  time  of  the  election  following 
the  divisions  into  classes  until  the  next  annual  meeting,  or  thereafter 
for  a  period  shorter  than  the  interval  between  the  annual  meetings, 
or  for  a  longer  period  than  three  years. 

Section  12.  Powers,  Qualifications,  Filling  Vacancies  and  Re- 
moval.— The  property,  business  and  affairs  of  the  Corporation  shall 
be  managed  and  controlled  by  the  Board  of  Directors,  who  shall  hold 
office  until  others  are  chosen  and  qualified  in  their  stead.  The  directors 
may  hold  their  meetings  within  or  without  the  State  of  Mar\'land.  They 
may  exercise  all  such  powers  and  do  all  such  things  as  may  be  exercised 
or  done  by  the  Coq:)oration,  but  subject,  nevertheless,  to  the  provisions 
of  the  Charter  and  of  these  By-Laws.  In  case  of  a  vacancy  in  the  Board 
of  Directors,  through  death,  resignation,  disqualification,  increase  in 
number  not  filled  or  other  cause,  the  directors  then  in  office,  by  the 
affirmative  vote  of  a  majority  of  the  entire  board,  shall  have  the  power 
to  elect  the  members  necessarj'  to  make  up  the  full  number,  and  such 
directors  so  elected  shall  hold  office  for  the  unexpired  terms  of  the  per- 
sons in  whose  places  they  have  been  elected.    Any  director  may  tender 
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his  resignation  at  any  special  meeting  of  stockholders,  who  may,  at  such 
meeting,  accept  the  same  and  forthwith  fill  the  vacancy  thereby  created. 
Directors  may  be  removed  at  any  time  as  provided  in  the  certificate  of 
organization  or  as  otherwise  provided  by  law.  Directors  who  receive  no 
salary  from  the  Corporation  as  officers  or  employees  shall  receive  a  fee 
for  attendance  upon  each  meeting  of  the  Board  of  Directors  or  of  the 
Executive  Committee  as  may  be  fixed  from  time  to  time  by  the  Board 
of  Directors,  together  with  necessary  expenses. 

Section  13.  Chairman  of  the  Board. — The  Board  of  Directors,  as 
soon  as  may  be  after  their  election  in  each  year,  may  appoint  one  of 
their  number  Chairman  of  the  Board,  who  shall  preside  at  all  meetings 
of  the  Board. 

Section  14.  Regular  and  Special  Meetings  of  the  Board. — The 
regular  annual  meeting  of  the  Board  of  Directors  shall  be  held  in  each 
year  without  notice  at  the  office  of  the  Corporation  in  the  City  of 
Baltimore  or  elsewhere,  at  the  hour  of  eleven  o'clock  A.  M.  on  the 
Tuesday  following  the  holding  of  the  regular  annual  stockholders'  meet- 
ing for  the  election  of  officers  and  the  transaction  of  such  other  business 
as  may  come  before  the  Board.  Regular  meetings  of  the  Board  may  be 
held  at  such  times  and  places,  either  within  or  without  the  State  of 
Maryland,  and  upon  such  notice  or  without  notice,  as  the  Board  of 
Directors  may  by  resolution  from  time  to  time  determine.  If  any  day 
hereinabove  designated  for  the  regular  annual  meeting,  or  any  regular 
meeting  of  the  Board,  shall  fall  on  a  legal  holiday,  such  meeting  shall 
be  held  on  the  next  secular  day  following,  at  11:00  o'clock  A.  M.  Special 
meetings  of  the  Board  shall  be  held  whenever  called  by  the  President,  a 
Vice-President,  Secretary  or  any  two  directors  in  writing.  Notice  of  the 
annual  meeting  and  of  each  special  meeting  of  the  Board  shall  be 
delivered  personally  to  each  director  or  mailed  to  him  or  sent  by 
telegraph  to  his  residence  or  usual  place  of  business  at  least  three  (3) 
days  before  the  meeting.  Meetings  of  the  Board  may  be  held  at  any 
time  and  place,  either  within  or  without  the  State  of  Maryland,  and 
for  any  purpose,  without  notice,  when  all  the  directors  are  present  or 
when  all  directors  not  present  shall,  in  writing,  waive  notice  of  and  con- 
sent to  the  holding  of  such  meeting.  All  or  any  of  the  directors  may 
waive  notice  of  any  meeting  and  the  presence  of  a  director  at  any  meet- 
ing of  the  Board  shall  be  deemed  a  waiver  of  notice  thereof  by  him. 

Section  15.  Quorum  and  Adjournment. — At  all  meetings  of  the 
Board  the  presence  of  a  majority  of  the  directors  shall  be  requisite  to 
and  shall  constitute  a  quorum  for  the  transaction  of  business  and  the 
act  of  a  majority  of  the  directors  present,  at  any  meeting,  at  which  there 
is  a  quorum,  shall  be  the  act  of  the  Board  of  Directors.  In  the  absence 
of  a  quorum,  the  directors  present  at  the  time  and  place  at  which  a 
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meeting  shall  have  been  duly  called,  may  adjourn  the  meeting  from 
time  to  time  and  place  to  place  until  a  quorum  shall  be  present. 

Section  16.  Personal  Interest  of  a  Director  in  Act  of  Board. — 
In  case  the  Corporation  enters  into  contracts  or  transacts  any  business 
with  any  corporation  or  association  of  which  one  or  more  of  its  directors 
are  stockholders,  directors,  officers  or  trustees,  such  contracts  or  trans- 
actions shall  not  be  invalidated  or  in  any  wise  affected  by  the  fact  that 
such  director  or  directors  have  or  may  have  interest  therein  which  is 
or  might  be  adverse  to  the  interests  of  this  Corporation,  if  such  director 
shall  not  have  voted  or  if  the  vote  of  such  director  or  directors  having 
such  adverse  interest  shall  not  have  been  necessary  to  authorize,  ratify 
or  approve  of  such  contracts  or  transactions. 

Section  17.  Restrictions  on  Powers  of  Directors. — The  Board  of 
Directors  shall  have  the  power  to  adopt  rules  and  regulations  from  time 
to  time  as  to  the  investment  of  the  funds  of  the  Corporation;  and  upon 
the  adoption  of  such  rules  and  regulations,  funds  of  the  Corporation 
shall  not  be  invested  by  the  Board  of  Directors  or  officers  or  employees 
of  the  Corporation  except  in  accordance  therewith.  Such  rules  and 
regulations  shall  contain  such  provisions  as  to  the  selection  of  invest- 
ments of  the  Corporation  as  shall  be  determined  from  time  to  time  by 
the  Board  of  Directors. 

The  following  rules  and  regulations  shall  control  the  Board  with  refer- 
ence to  investments: 

(a)  The  Corporation  shall  not  engage  in  any  promotion,  business 
management  or  business  financing,  and  its  business  operations, 
except  for  underwriting  as  hereinafter  in  subdivision  (g)  provided, 
shall  be  confined  to  the  investment  and  reinvestment  of  its  capital 
and/or  surplus  and/or  reserves  in  securities  which  in  the  opinion 
of  the  Board  of  Directors  at  time  of  purchase  are  in  the  main 
readily  marketable. 

(b)  The  Corporation  shall  own  at  all  times  at  least  400  different 
securities. 

(c)  Not  more  than  35%  of  the  total  funds  of  the  Corporation  invested 
and  available  for  investment  may  be  invested  at  one  time  in 
securities  originating  in  any  one  country  other  than  the  United 
States. 

(d)  Not  more  than  20%  of  the  total  funds  of  the  Corporation  invested 
and  available  for  investment  may  be  invested  at  any  one  time 
in  securities  of  any  governmental  authorities,  corporations  or 
organizations  unless  the  same  and/or  their  predecessors  (in  the 
case  of  predecessors  to  corporations  or  organizations)  shall  have 
been  established  for  a  period  of  at  least  three  (3)  years  prior  to 
such  investment. 
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(e)  Not  more  than  5%  of  the  total  funds  of  the  Corporation  invested 
and  available  for  investment  may  be  invested  at  any  one  time  in 
securities  of  any  one  governmental  authority  (except  United 
States  of  America  and  Great  Britain),  or  any  one  investment 
organization,  bank  or  insurance  company.  Not  more  than  3%  of 
the  total  funds  of  the  Corporation  invested  and  available  for 
investment  may  be  invested  at  any  one  time  in  securities  of  any 
one  other  obligor  or  issuer. 

(f)  Not  more  than  25%  of  the  total  funds  of  the  Corporation  in- 
vested and  available  for  investment  may  be  invested  at  any  one 
time  in  securities  of  issuers  or  obligors  included  in  any  one  of  the 
following  classes: 

(1)  Banking  Institutions 

(2)  Insurance  Companies 

(3)  Investment  Organizations 

(4)  Railroad  Companies 

Not  more  than  12^2%  of  the  total  funds  of  the  Corporation  in- 
vested and  available  for  investment  may  be  invested  at  any  one 
time  in  securities  of  issuers  or  obligors  included  in  any  other 
distinct  class  of  business  or  industry. 

(g)  The  Corporation  may  underwrite  issues  of  securities  eligible  for 
purchase,  provided,  that  in  the  case  of  the  securities  of  any  one 
issuer  or  obligor  the  sum  of  the  liabilities  so  incurred  and  the  cost 
to  the  Corporation  of  any  securities  of  such  issuer  or  obligor 
which  it  may  own  shall  not  exceed  twice  the  amount  which  it  is 
permitted  at  any  one  time  to  have  invested  in  such  securities, 
but  in  no  case  for  an  amount  in  excess  of  6%  of  its  current 
resources,  computed  in  the  manner  provided  in  Section  35  of  the 
Indenture  between  the  Corporation  and  the  Central  Union  Trust 
Company  of  New  York,  as  Trustee,  dated  February  1,  1928.  The 
aggregate  liabilities  of  the  Corporation  in  connection  with  under- 
writing shall  at  no  time  exceed  20%  of  its  current  resources  as 
above. 

(h)  No  investment  shall  be  made  in  any  class  of  stock  of  any  issue 
if  thereby  the  investment  of  the  Corporation  in  the  stock  of  such 
class  shall  exceed  20%  of  the  total  par  value  or  number  of  shares 
of  such  class. 

(i)  Securities  owned,  when  ascertained  to  be  no  longer  eligible,  shall 
be  sold  within  one  year  from  such  date. 

(j)    The  Corporation  may  not  loan  any  of  its  funds  or  assets 

(1)  to  any  person,  firm,  corporation  or  association  which  owns 
or  controls  a  majority  of  the  shares  of  any  class  of  its 
stock,  or 
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(2)  to   any   corporation   or   association   of   which   at   least   a 

majority  of  the  shares  of  any  class  of  stock  is  owned  or 

controlled  by  any  person,  firm,  corporation  or  association 

of  the  character  described  in  (1)  hereof. 

The  Corporation  may  not  loan  any  of  its  funds,  except  upon 

collateral  security,  and  unless  the  collateral  shall  have  a  value  of 

current  market  prices  at  the  time  of  the  making  of  such  loan, 

of  not  less  than  25%  in  excess  of  the  amount  of  such  loan. 

EXECUTIVE  COMMITTEE 

Section  18.  Appointment,  Vacancies,  Meetings,  Etc. — The  Board 
of  Directors  may  appoint  three  (3)  or  more  of  their  number  an  Execu- 
tive Committee,  which  shall  have,  and  may  execute  to  the  full  extent 
permitted  by  law,  all  of  the  powers  of  the  Board  of  Directors  when  the 
Board  of  Directors  is  not  in  session.  The  Executive  Committee  shall 
elect  one  of  its  members  to  act  as  Chairman  thereof.  Vacancies  in  the 
Executive  Committee  shall  be  filled  by  the  Board  of  Directors.  Meet- 
ings of  the  Executive  Committee  shall  be  held  at  any  time  and  place 
on  unanimous  consent  of  all  of  the  members  thereof,  or  which  shall  be 
fixed  in  a  notice  of  meeting  thereof  signed  by  the  Chairman  of  the 
Executive  Committee  or  any  two  members  thereof,  given  in  person,  by 
mail,  or  by  telegraph  twenty-four  hours  in  advance  of  the  meeting  to 
all  members  of  the  Executive  Committee  who  have  not  signed  the  notice 
and  who  are  not  present  at  the  meeting.  The  Executive  Committee 
shall  keep  regular  minutes  of  its  proceedings  and  report  the  same  to  the 
Board  of  Directors  from  time  to  time.  During  the  temporary  absence 
of  a  member  of  the  Executive  Committee,  the  remaining  members  of 
the  Executive  Committee  may  appoint  a  member  of  the  Board  of 
Directors  to  act  in  the  place  and  stead  of  such  member  of  the  Execu- 
tive Committee  temporarily  absent,  and  the  acts  of  such  member  of 
the  Board  of  Directors  so  appointed  shall  be  of  the  same  force  and  effect 
as  if  such  member  had  been  originally  appointed  on  such  Executive 
Committee. 

The  Board  of  Directors  may  also  appoint  such  other  and  further 
subcommittees  as  they  may  determine,  and  delegate  such  duties  as  may 
be  determined  and  are  not  inconsistent  with  law. 

OFFICERS 

Section  19.  Designation,  Term,  Vacancies. — The  oflacers  of  the 
Corporation  shall  be  a  President,  one  or  more  Vice-Presidents,  a  Secre- 
tary, one  or  more  Assistant  Secretaries,  a  Treasurer,  one  or  more 
Assistant  Treasurers,  and  such  other  officers  as  the  Board  of  Directors 
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may  from  time  to  time  deem  necessary.  Such  officers  shall  have  and 
perform  the  powers  and  duties  usually  pertaining  to  their  respective 
offices,  the  powers  and  duties  respectively  prescribed  by  law  and  by 
these  By-Laws,  and  such  additional  powers  and  duties  as  may  from 
time  to  time  be  prescribed  by  the  Board.  The  same  person  may  hold 
any  two  offices,  except  that  the  President  shall  not  hold  any  other  office. 
The  officers  shall  be  appointed  by  the  Board  of  Directors,  and  the  Presi- 
dent, Vice-Presidents,  Secretary  and  Treasurer  shall  hold  office  until  the 
regular  annual  meeting  of  the  Board  of  Directors  following  their  ap- 
pointment or  until  their  successors  are  appointed  and  qualified,  pro- 
vided that  they,  or  either  of  them,  may  be  removed  at  any  time  by 
the  affirmative  vote  of  a  majority  of  the  whole  Board.  All  other  officers, 
agents  and  employees  of  the  Corporation  shall  hold  office  during  the 
pleasure  of  the  Board.  Vacancies  occurring  among  the  officers  of  the 
Corporation  shall  be  ffiled  by  the  Board  of  Directors. 

Section  20.  PREsroENT. — The  President  shall  be  chosen  from  among 
the  directors.  He  shall  preside  at  all  meetings  of  the  stockholders  and, 
in  the  absence  of  a  Chairman  of  the  Board  at  all  meetings  of  the  Board 
of  Directors  at  which  he  may  be  present.  Subject  to  the  Board  of 
Directors,  he  shall  have  general  charge  of  the  entire  business  of  the 
Corporation.  He  may  sign  certificates  of  stock  and  sign  and  seal  bonds, 
debentures,  contracts  or  other  obligations  authorized  by  the  Board,  and 
may,  without  previous  authority  of  the  Board,  make  such  contracts  as 
the  ordinar}'  conduct  of  the  Corporation's  business  requires.  He  shall 
have  the  usual  powers  and  duties  vested  in  the  President  of  a  corpo- 
ration. He  shall  have  power  to  select  and  appoint  all  necessary  officers 
and  employees  of  the  Corporation,  except  those  selected  by  the  Board 
of  Directors,  and  to  remove  all  such  officers  and  employees,  except  those 
selected  by  the  Board  of  Directors,  and  make  new  appointments  to  fill 
vacancies.  He  may  delegate  any  of  his  powers  to  a  Vice-President  of 
the  Corporation.  He  shall  at  all  times  be  subject  to  the  direction  of 
the  Board  of  Directors. 

Section  21.  Special  Vice-President. — There  shall  be  one  or  more 
Vice-Presidents,  to  be  designated  for  the  purpose  by  the  Board,  who 
each  shall  have  the  power  to  and  duty  of  signing  in  the  name  and  on 
behalf  of  the  Corporation  any  certificates  of  stock,  bonds,  debentures, 
and  dividend  checks,  the  issuance  and  execution  of  which  may  be 
authorized  by  the  Board  of  Directors,  but  who  shall  not  have  or  perform 
any  of  the  other  powers  or  duties  of  a  Vice-President  or  the  President, 

Section  22.  Vice-Presidents. — Each  other  Vice-President  shall  have 
the  same  powers  and  duties  as  the  President  in  the  event  of  the  latter's 
absence  or  disability,  and  also  such  of  said  President's  powers  and  duties 
as  the  President  may  from  time  to  time  delegate  to  him;  and  shall  have 
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such  other  powers  and  perform  such  other  duties  as  may  be  assigned 
to  him  by  the  Board  of  Directors. 

Section  23.  Treasurer. — The  Treasurer  shall  have  custody  of  such 
funds  and  securities  of  "the  Corporation  as  may  come  to  his  hands  or  be 
committed  to  his  care  by  the  Board  of  Directors.  Whenever  necessary 
or  proper,  he  shall  endorse  on  behalf  of  the  Corporation,  for  collection, 
checks,  notes,  or  other  obligations,  and  shall  deposit  the  same  to  the 
credit  of  the  Corporation  in  such  bank  or  banks  or  depositaries  as  the 
Board  of  Directors  or  President  may  designate.  He  may  sign  receipts 
or  vouchers  for  pa>'ments  made  to  the  Corporation,  and  the  Board  of 
Directors  may  require  that  such  receipts  or  vouchers  shall  also  be  signed 
by  some  other  officer  to  be  designated  by  them.  Whenever  required  by 
the  Board  of  Directors,  he  shall  render  a  statement  of  his  cash  accounts 
and  such  other  statements  respecting  the  affairs  of  the  Corporation  as 
may  be  required.  He  shall  keep  proper  and  accurate  books  of  account. 
He  shall  perform  all  acts  incident  to  the  office  of  Treasurer,  subject  to 
the  control  of  the  Board.  At  the  time  of  electing  anyone  to  the  office 
of  Treasurer  of  the  Corporation,  or  thereafter,  the  Board  of  Directors 
may  waive  any  requirement  of  the  statutes  that  the  Treasurer  give  a 
bond  for  the  faithful  discharge  of  his  duties. 

Section  24.  Secret.\ry. — The  Secretary  shall  have  custody  of  the 
seal  of  the  Corporation  and  when  required  by  the  Board  of  Directors, 
or  when  any  instrument  shall  have  been  signed  by  the  President  or  a 
Vice-President,  duly  authorized  to  sign  the  same,  or  when  necessary  to 
attest  any  proceedings  of  the  stockholders  or  directors,  shall  affix  it  to 
any  instrument  requiring  the  same  and  shall  attest  the  same  with  his 
signature,  provided  that  the  seal  may  be  aflLxed  by  the  President  or  a 
Vice-President  or  other  officer  of  the  Corporation  to  any  document 
executed  by  either  of  them  respectively  on  behalf  of  the  Corporation 
which  does  not  require  the  attestation  of  the  Secretary.  He  shall  attend 
to  the  giving  and  serving  of  notices  of  meetings.  He  shall  have  charge 
of  such  books  and  papers  as  properly  belong  to  his  office  or  as  may  be 
committed  to  his  care  by  the  Board  of  Directors.  He  shall  perform 
such  other  duties  as  appertain  to  his  office  or  as  may  be  required  by 
the  Board  of  Directors. 

Section  25.  Assistant  Secretary. — Each  Assistant  Secretary  shall 
be  vested  with  such  powers  and  duties  as  may  be  delegated  to  him  by 
the  President  or  the  Secretary-  and  any  act  may  be  done  or  duty  per- 
formed by  an  Assistant  Secretary  with  like  effect  as  though  done  or 
performed  by  the  Secretary';  and  shall  have  such  other  powers  and 
perform  such  other  duties  as  may  be  assigned  to  him  by  the  Board  of 
Directors. 

Section  26.  Assistant  Treasurer. — Each  Assistant  Treasurer  shall 
be  vested  with  such  powers  and  duties  as  may  be  delegated  to  him  by 
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the  President  or  the  Treasurer,  and  any  act  may  be  performed  by  an 
Assistant  Treasurer  with  like  effect  as  though  done  or  performed  by  the 
Treasurer;  and  shall  have  such  other  powers  and  perform  such  other 
duties  as  may  be  assigned  to  him  by  the  Board  of  Directors. 

Section  27.  Salaries. — The  salaries  of  all  officers  and  agents  of  the 
Corporation  shall  be  fixed  by  the  Board  of  Directors. 

STOCK 

Section  28.  Certificates  of  Stock. — ^All  certificates  of  shares  of  the 
capital  stock  of  the  Corporation  shall  be  in  such  form  not  inconsistent 
with  the  Charter,  these  By-Laws  and  the  laws  of  the  State  of  Maryland, 
as  shall  be  approved  by  the  Board  of  Directors,  and  shall  be  signed  by 
the  President,  or  a  Vice-President  and  by  the  Secretary  or  an  Assistant 
Secretary  and  shall  bear  the  seal  of  the  Corporation  and  shall  not  be 
valid  unless  so  signed  and  sealed.  All  certificates  shall  be  consecutively 
numbered  and  the  name  of  the  person  owning  the  shares  represented 
thereby,  his  residence,  with  the  number  of  such  shares  and  the  date  of 
issue,  shall  be  entered  on  the  Corporation's  books.  All  certificates  sur- 
rendered shall  be  cancelled  and  no  new  certificates  issued  until  the 
former  certificates  for  the  same  number  of  shares  shall  have  been  sur- 
rendered and  cancelled,  except  in  cases  provided  for  herein. 

Section  29.  Transfers  of  Shares. — Transfers  of  stock  shall  be  made 
upon  the  books  of  the  Corporation  by  the  holder  in  person  or  by 
attorney,  upon  the  surrender  and  cancellation  of  the  certificate  or 
certificates  for  such  shares.  But  the  Board  of  Directors  may  appoint 
one  or  more  suitable  banks  and/or  trust  companies  as  transfer  agents 
and/or  registrars  of  transfers,  for  facilitating  transfers  of  any  class  or 
series  of  stock  of  the  Corporation  by  the  holders  thereof  under  such 
regulations  as  the  Board  of  Directors  may  from  time  to  time  prescribe. 
Upon  such  appointment  being  made  all  certificates  of  stock  of  such  class 
or  series  thereafter  issued  shall  be  countersigned  by  one  of  such  transfer 
agents  and/or  one  of  such  registrars  of  transfers,  and  shall  not  be  valid 
unless  so  countersigned.  The  transfer  books  of  the  Corporation  may  be 
closed  for  such  period,  not  to  exceed  twenty  days,  as  the  Board  of 
Directors  may  direct  previous  to  and  on  the  day  of  the  annual  or  any 
special  meeting  of  the  stockholders,  and  may  also  be  closed  by  the  Board 
of  Directors  for  such  time  as  may  be  deemed  advisable  for  dividend 
purposes  or  allotment  of  rights,  or  determination  of  stockholders  entitled 
to  vote  as  provided  in  Section  8  hereof,  and  during  such  time  no  stock 
shall  be  transferable. 

Section  30.  Addresses  of  Stockholders. — Every  stockholder  shall 
furnish  the  Corporation  with  an  address  to  which  notices  of  meetings 
and  all  other  notices  may  be  served  upon  or  mailed  to  him,  and  in 
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default   thereof  notices   may   be  addressed  to   him   at  his  last  known 
address  or  at  the  office  of  the  Corporation,  in  Baltimore,  Maryland. 

Section  31.  Lost  and  Destroyed  Certificates. — The  Board  of 
Directors  may  direct  that  a  new  certificate  or  certificates  of  stock  may 
be  issued  in  place  of  any  certificate  or  certificates  of  stock  theretofore 
issued  by  the  Corporation,  alleged  to  have  been  lost  or  destroyed,  and 
the  Board  of  Directors  when  authorizing  the  issuance  of  such  new 
certificate  or  certificates,  may,  in  their  discretion,  and  as  a  condition 
precedent  thereto,  require  the  owner  of  such  lost  or  destroyed  certificate 
or  certificates  or  his  legal  representatives  to  give  to  the  Corporation  and 
to  such  registrar  or  registrars  and/or  transfer  agent  or  transfer  agents 
as  may  be  authorized  or  required  to  countersign  such  new  certificate  or 
certificates,  a  bond  in  such  sum  as  they  may  direct  not  exceeding  double 
the  value  of  the  stock  represented  by  the  certificate  alleged  to  have  been 
lost  or  destroyed,  as  indemnity  against  any  claim  that  may  be  made 
against  them  or  either  of  them  for  or  in  respect  of  the  shares  of  stock 
represented  by  the  certificate  alleged  to  have  been  lost  or  destroyed. 

DIVIDENDS  AND  FINANCE 

Section  32. — The  Board  of  Directors  shall  have  power  to  fix  and 
determine  and  to  vary,  from  time  to  time,  the  amount  of  the  working 
capital  of  the  Corporation  before  declaring  any  dividends  among  its 
stockholders,  and  to  direct  and  determine  the  use  and  disposition  of  any 
surplus  or  net  profits  over  and  above  the  capital  stock  paid  in,  and  to 
determine  the  date  or  dates  for  the  declaration  and  payment  of  divi- 
dends, not  inconsistent  with  those  set  forth  in  the  Charter,  and  to 
determine  the  amount  of  any  dividend,  and  the  amount  of  any  reserves 
necessary  in  their  judgment  before  declaring  any  dividends  among  its 
stockholders,  and  to  determine  the  amount  of  the  net  profits  of  the 
Corporation  from  time  to  time  available  for  dividends. 

BOOKS  AND  RECORDS 

Section  33. — Subject  to  the  provisions  of  the  statute  under  which  this 
Corporation  is  organized,  the  Corporation  may  keep  its  books  outside 
the  State  of  Maryland. 

The  Board  of  Directors  shall  cause  the  books  of  the  Corporation  to  be 
audited  at  least  annually  by  a  firm  of  certified  public  accountants. 

The  Board  of  Directors  shall  have  power,  from  time  to  time,  to 
determine  whether  and  to  what  extent  and  at  what  times  and  places 
and  under  what  conditions  and  regulations  the  accounts  and  books  of 
the  Corporation  (except  such  as  may  by  statute  be  specifically  open  to 
inspection),  or  any  of  them,  and  the  rules  and  regulations  as  to  the 


288  AMERICAN  INVESTMENT  TRUSTS 

investment  of  the  Corporation's  funds,  shall  be  open  to  the  inspection 
of  the  stockholders,  and  no  stockholder  shall  have  any  right  to  inspect 
any  account  or  book  or  document  of  the  Corporation,  except  as  con- 
ferred by  statute  or  authorized  by  the  directors  or  by  a  resolution  of 
the  stockholders  entitled  to  vote. 

CONTRACTS,  CHECKS,  DRAFTS,  BANK  ACCOUNTS 

Section  34.  Contracts — How  Executed. — The  Board  of  Directors 
or  the  Executive  Committee  may  authorize  any  officer  or  officers,  fiscal 
agent  or  other  agent  or  employee  of  the  Corporation  to  enter  into  any 
contract  or  execute  or  deliver  any  instrument  in  the  name  of  or  on 
behalf  of  the  Corporation  and  such  authority  may  be  general  or  con- 
fined to  specific  instances;  and  unless  so  authorized  by  the  Board  of 
Directors  or  by  these  By-Laws,  no  officer,  fiscal  or  other  agent  or 
employee  of  the  Corporation  shall  have  any  power  or  authority  to  bind 
the  Corporation  by  any  contract  or  engagement  or  to  pledge  its  credit 
or  to  render  it  liable  for  any  purpose. 

Section  35.  Loans. — Any  officer  or  agent  of  the  Corporation  here- 
after authorized  by  the  Board  of  Directors  or  the  Executive  Committee 
may  negotiate  loans  and  advances  for  the  Corporation  from  any  bank, 
trust  company  or  other  institution  or  from  any  firm,  corporation  or 
individual  and  for  such  loans  and  advances,  when  authorized  by  the 
Board  of  Directors,  may  make,  execute  and  deliver  promissory  notes  or 
other  evidences  of  indebtedness  of  the  Corporation,  and  pledge,  hypothe- 
cate or  transfer  as  security  for  the  payment  thereof  securities  or  other 
property  at  any  time  held  by  the  Corporation.  No  loans  shall  be  con- 
tracted on  behalf  of  the  Corporation  and  no  notes  or  other  evidences  of 
indebtedness  shall  be  issued  in  its  behalf  unless  and  except  as  authorized 
by  the  Board  of  Directors  or  the  Executive  Committee. 

Section  36.  Deposits. — ^All  funds  of  the  Corporation  shall  be 
deposited  from  time  to  time  to  the  credit  of  the  Corporation  in  such 
bank  or  trust  companies  or  with  such  bankers  or  other  depositaries  in 
the  United  States  or  elsewhere  as  the  Board  of  Directors  or  the  Execu- 
tive Committee  may  approve. 

Section  37.  Checks,  Drafts,  Etc. — All  notes,  drafts,  acceptances, 
checks,  endorsements  or  other  evidences  of  indebtedness  shall  be  signed 
by  the  President  or  a  Vice-President  and  shall  be  countersigned  by  the 
Treasurer  or  an  Assistant  Treasurer  of  the  Corporation,  or  by  such 
officers  as  may,  from  time  to  time,  be  designated  by  resolution  of  the 
Board  of  Directors  or  the  Executive  Committee  for  that  purpose.  En- 
dorsements for  deposit  to  the  credit  of  the  Corporation  in  any  of  its 
duly  authorized  depositaries  may  be  made  by  the  Treasurer  or  an 
Assistant   Treasurer  or   by   any   other   officer   or  agent   who   may   be 
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designated  by  resolution  of  the  Board  of  Directors  or  the  Executive 
Committee. 

AMENDMENTS  TO  BY-LAWS 

Section  38. — These  By-Laws,  or  any  part  thereof,  may  be  altered, 
amended,  repealed  or  added  to  by  a  vote  of  a  majority  of  all  of  the 
stockholders  entitled  to  vote  at  any  regular  or  special  meeting  of  stock- 
holders, provided  notice  of  such  proposed  alteration,  amendment,  repeal 
or  addition  shall  have  been  included  in  the  notice  of  'such  meeting  or 
shall  have  been  waived  by  all  the  stockholders  not  present  at  such 
meeting. 

The  Board  of  Directors  shall  have  the  power  to  make,  alter  and  repeal 
additional  and  supplementary  By-Laws  not  inconsistent  with  any  of 
the  By-Laws  hereinbefore  adopted,  and  any  such  additional  or  supple- 
mental By-Laws  may  be  altered  or  repealed  in  like  manner  by  the 
stockholders. 


AMENDED  CERTIFICATE  OF  INCORPORATION  OF 
STERLING  SECURITIES  CORPORATION 

We,  the  undersigned,  being  all  of  the  incorporators  of  Sterling 
Securities  Corporation,  a  corporation  organized  under  and  in  pursuance 
of  an  act  of  the  General  Assembly  of  the  State  of  Delaware,  entitled 
"An  Act  Providing  a  General  Corporation  Law",  approved  March  10, 
1899  and  the  Acts  amendatory  thereof  and  supplemental  thereto,  the 
Certificate  of  Incorporation  of  which  was  filed  in  the  Office  of  the  Secre- 
tary of  State  of  the  State  of  Delaware  on  the  eighteenth  day  of  Febru- 
ary, A.  D.  1928,  and  a  duly  certified  copy  thereof  recorded  in  the  Office 
for  the  Recording  of  Deeds,  etc.,  at  Dover,  in  and  for  Kent  County  and 
State  of  Delaware,  on  the  said  eighteenth  day  of  February,  A.  D.  1928, 
in  Corporation  Record  M,  Volume  9,  pages  25,  26  and  27,  No  Part  op 
THE  Capital  Stock  of  Said  Corpor.\tion  Having  Been  Paid  in,  do 
hereby,  pursuant  to  the  provisions  of  Section  25  of  the  said  Act  of  the 
General  Assembly  of  the  State  of  Delaware,  entitled  'An  Act  Providing 
a  General  Corporation  Law",  approved  March  10,  A.  D.  1899,  and  the 
Acts  amendatory  thereof  and  supplemental  thereto,  Amend  Said  Certifi- 
cate OP  Incorporation  so  that  the  same  shall  read  as  follows:   viz.: 

Certificate  of  Incorporation 

OF 

Sterling  Securities  Corporation 

First:  The  name  of  this  corporation  is  Sterling  Securities  Corpo- 
ration. 
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Second:  Its  principal  office  in  the  State  of  Delaware  is  located  at 
No.  311  South  State  Street,  City  of  Dover,  County  of  Kent.  The  name 
and  address  of  the  resident  agent  upon  whom  legal  process  may  be 
served  is  Prentice-Hall,  Inc.,  Nos.  309-311  South  State  Street,  City  of 
Dover,  County  of  Kent. 

Third:  The  nature  of  the  business  and  the  objects  or  purposes  to 
be  transacted,  permitted  or  carried  on  by  the  Corporation  are  as  follows: 

1.  To  conduct  researches,  investigations  and  examinations  of  busi- 
nesses and  enterprises  of  every  kind  and  description  in  the  United  States 
and  elsewhere  throughout  the  world  with  the  aim  of  securing  information 
and  particulars  for  the  investment  and  employment  of  capital. 

2.  To  undertake  and  transact  all  kinds  of  business  relating  to  the 
gathering  and  distribution  of  financial  and  investment  information  and 
statistics  in  the  United  States  and  elsewhere  throughout  the  world. 

3.  To  invest  and  reinvest  its  capital,  and  to  acquire  by  purchase,  sub- 
scription contract  or  otherwise,  and  to  hold,  seU  (in  whole  or  in  frac- 
tional parts),  exchange,  pledge,  mortgage,  hypothecate,  or  otherwise 
dispose  of,  or  turn  to  account  or  realize  upon  and  generally  deal  in  and 
with,  securities  and  investments  of  every  kind  and  description,  including, 
but  not  by  way  of  limitation,  shares,  stocks  (preferred,  common  and 
debenture),  notes,  bonds,  debentures,  scrip,  participation  certificates, 
mortgages,  commercial  paper,  choses  in  action,  evidences  of  indebtedness, 
and  other  obligations  of  every  kind  and  description,  except  bills  of 
exchange : 

(a)  Of  any  private,  public,  quasi-public  or  municipal  corporation, 
syndicate,  association,  common  law  trust,  firm  or  individual  existing 
or  carrying  on  business  in  the  United  States  or  elsewhere  throughout 
the  world; 

(6)  Of  any  government.  United  States  or  foreign,  or  subdivision 
thereof,  whether  state,  county,  municipal  or  other  political  or  govern- 
mental division  or  subdivision;  and  also,  all  trust,  partnership  or  other 
certificates  or  rights  evidencing  interest  in  any  such  securities  or  invest- 
ments; both  within  and  without  the  State  of  Delaware;  and  while  the 
owner  of  any  such  securities  or  investments  to  exercise  all  the  rights, 
powers  and  privileges  of  ownership  or  interest  in  respect  to  the  same, 
including  the  right  to  vote,  to  subscribe  for  additional  stock,  and  to 
purchase  or  exercise  "rights"  in  connection  therewith;  to  do  any  or  all 
acts  and  things  for  the  preservation,  protection,  improvement  and  en- 
hancement in  value  thereof,  or  designed  to  accomplish  any  such  pur- 
pose, all  to  such  extent  as  permitted  under  the  laws  of  the  State  of 
Delaware,  and  not  otherwise. 

The  power  of  the  Corporation  to  invest  and  reinvest  its  capital,  and 
to  acquire  by  purchase,  subscription  contract  or  otherwise,  and  to  hold, 
sell  ■  (in    whole    or   in    fractional    parts),    exchange,    pledge,    mortgage, 
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hypothecate,  or  otherwise  dispose  of,  or  turn  to  account  or  realize  upon 
and  generally  deal  in  and  with,  securities  and  investments  of  every  kind 
and  description,  as  hereinbefore  provided,  shall  be  expressly  limited  as 
follows : 

(a)  Not  more  than  five  per  cent,  in  value  of  the  assets  of  the 
Corporation  shall  be  invested  in  any  one  stock  or  other  security,  or 
in  the  securities  of  any  one  corporation,  syndicate,  association,  trust, 
firm  or  individual,  including  any  subsidiary  corporation,  syndicate, 
association,  trust,  individual,  firm  or  other  organization  issuing 
securities. 

(6)  No  part  of  the  assets  of  the  Corporation  shall  be  invested  in 
securities  involving  unlimited  liability  on  the  part  of  the  holders  thereof, 
(c)  No  part  of  the  assets  of  the  Corporation  shall  be  invested  in 
securities  for  the  purpose  of  acquiring,  controlling  or  carrying  on  the 
whole  or  any  part  of  the  business  of  any  corporation,  syndicate,  asso- 
ciation, trust,  individual,  firm  or  other  organization  issuing  such 
securities. 

4.  To  borrow  money  for  its  corporate  purposes,  and  to  secure  and 
discharge  the  same  or  any  other  debt  or  obligation  of  or  binding  on  the 
Corporation  in  such  manner  as  may  be  thought  fit,  and,  in  particular, 
by  mortgages  and  charges  upon  any  or  all  of  the  real  and  personal 
property  (present  or  future)  of  the  Corporation,  both  within  and  with- 
out the  State  of  Delaware,  or  by  the  creation  and  issue,  upon  such 
terms  as  may  be  thought  expedient,  of  debentures,  debenture  stock,  or 
other  securities  of  any  description,  all  to  the  extent  permitted  by  the 
laws  of  the  State  of  Delaware;  provided,  however,  that  the  power  of 
the  Corporation  to  borrow  money  secured  by  the  issuance  of  mortgages, 
charges  upon  real  and  personal  property,  debentures,  debenture  stock, 
or  other  evidences  of  indebtedness  of  the  Corporation,  maturing  one  year 
or  more  from  the  date  thereof,  is  limited  to  an  amount  equal  to  150 
per  cent,  of  the  aggregate  of  its  capital  stock  then  issued  and  outstand- 
ing, plus  the  then  surplus  and/or  undivided  profits  of  the  Corporation. 
In  addition,  the  Corporation  shall  have  the  right  to  borrow  moneys  for 
temporary  purposes.  The  total  amount  of  borrowings,  whether  secured 
or  temporary,  or  otherwise,  shall  not  at  any  one  time  exceed  twice  the 
aggregate  amount  of  its  capital  stock  then  issued  and  outstanding,  plus 
the  then  surplus  and/or  undivided  profits  of  the  Corporation.  Money 
borrowed  for  a  period  of  less  than  one  year  shall  be  presumed  con- 
clusively to  have  been  borrowed  for  temporary  purposes. 

5.  To  buy,  sell,  deal  in,  lease,  hold  or  improve  real  estate  and  the 
fixtures  and  personal  property  incidental  thereto  or  connected  therewith, 
and  with  that  end  in  view,  to  acquire  by  i")urchase,  lease,  hire,  or  other- 
wise, lands,  tenements  or  hereditaments,  or  any  interest  therein,  and  to 
improve  the  same,  and  generally  to  hold,  manage,  deal  with  and  improve 
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the  property  of  the  Corporation,  and  to  sell,  lease,  mortgage,  pledge,  or 
otherwise  dispose  of,  the  lands,  tenements,  hereditaments  and/or  other 
property  of  the  Corporation,  both  within  and  without  the  State  of 
Delaware. 

6.  To  sell,  exchange,  mortgage,  assign,  lease,  sublet,  improve,  manage, 
develop,  dispose  of,  turn  to  account,  grant  rights  and  privileges  in  respect 
of,  and  generally  otherwise  to  deal  with  the  whole  or  any  part  of  the 
business  assets,  property,  rights  or  undertakings  of  the  Corporation  upon 
any  terms,  either  together  or  in  portions,  and  either  for  cash,  shares, 
stocks,  debentures,  obligations  or  securities,  subject  to  the  provisions 
of  the  laws  of  the  State  of  Delaware  applicable  to  business  corporations. 

7.  To  do  and  perform  every  lawful  act  and  thing  necessary  to  carry 
out  the  above  enumerated  purposes  in  this  State  and  in  other  States 
and  jurisdictions  which  like  corporations  organized  under  the  laws  of 
such  states  and  jurisdictions  may  lawfully  do  or  cause  to  be  done 
therein. 

8.  In  furtherance  and  not  in  limitation  of  the  general  powers  con- 
ferred by  the  laws  of  the  State  of  Delaware,  it  is  hereby  expressly 
provided  that  the  Corporation  shall  have  also  the  following  powers: 

To  do  all  such  things  as  may  be  deemed  incidental  or  conducive  to 
the  attainment  of  the  above  objects,  or  any  of  them.  To  have  all  the 
rights,  powers  and  privileges  now  or  hereafter  conferred  by  the  laws  of 
the  State  of  Delaware  upon  business  corporations. 

To  conduct  its  business  and  maintain  offices  both  within  and  without 
the  State  of  Delaware  and  in  all  other  states  and  territories  and  the 
District  of  Columbia,  in  all  dependencies,  colonies  or  possessions  of  the 
United  States  of  America  and  in  foreign  countries  and  places,  and  to 
purchase  or  otherwise  acquire,  hold,  possess,  convey,  transfer,  or  other- 
wise dispose  of,  real  and  personal  property,  in  all  thereof  to  the  extent 
that  the  same  may  be  permissible  under  their  respective  laws. 

Fourth:  The  total  number  of  shares  that  may  be  issued  by  the 
Corporation  is  2,550,000,  consisting  of — 

(1)  500,000  shares  of  the  par  value  of  $50.00  each,  which  shall 
be  First  Preferred  Stock; 

(2)  500,000  shares  of  the  par  value  of  $20.00  each,  which  shall 
be  Preference  Stock; 

(3)  1,250,000  shares  without  par  value,  which  shall  be  Class  A 
Common  Stock;  and 

(4)  300,000  shares  without  par  value,  which  shall  be  Class  B 
Common  Stock. 

(a)  The  First  Preferred  Stock  will  be  issued  in  one  or  more  series 
to  be  known  and  described  consecutively  as  Series  A,  Series  B,  Series  C, 
and  other  such  Series,  and  in  such  amounts  and  at  such  times  as  may  be 
determined  and  fixed  by  the  Board  of  Directors  of  this  Corporation. 
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The  holders  of  the  First  Preferred  Stock  of  each  of  said  Series  shall  be 
entitled  to  cumulative  dividends  thereon  at  such  rate  or  percentage  per 
share  per  annum  as  shall  be  stated  and  expressed  in  the  resolution  or 
resolutions  adopted  by  the  Board  of  Directors  of  this  Corporation  pro- 
viding for  the  issue  of  the  stock  included  in  each  of  said  Series.  The 
Board  of  Directors  shall  have  the  power  to  increase  from  time  to  time 
the  number  of  shares  of  stock  to  be  included  in  any  such  Series,  pro- 
vided the  total  number  of  shares  in  all  the  Series  shall  not  exceed 
500,000  shares.  All  the  shares  of  the  said  First  Preferred  Stock  shall 
have  the  same  rights,  privileges,  preferences  and  voting  powers,  and 
shall  be  subject  to  the  same  restrictions  or  qualifications  thereof,  with- 
out distinction  between  the  shares  of  the  respective  Series,  except  only 
as  to  the  variations  of  the  dividend  rate,  as  to  the  rights  of  redemption 
of  the  respective  Series  and  as  to  the  respective  prices  at  which  shares 
of  the  respective  Series  may  be  redeemed  as  hereinafter  provided.  The 
holders  of  the  First  Preferred  Stock,  irrespective  of  the  Series  thereof, 
shall  be  entitled  to  receive,  and  the  Corporation  shall  be  obliged  to 
pay,  when  and  as  declared  by  the  Board  of  Directors  of  the  Corporation, 
from  the  surplus  or  net  profits  of  the  Corporation,  dividends  at  the  raf 
designated  in  the  resolution  or  resolutions  of  the  Board  of  Directors 
providing  for  the  issuance  of  each  Series  of  such  First  Preferred  Stock 
and  no  more,  payable  quarterly  on  the  first  days  of  March,  June, 
September  and  December  of  each  year.  Such  dividend  shall  accrue 
from  the  quarterly  payment  date  next  preceding  the  date  of  the 
original  issue  of  each  share  of  such  First  Preferred  Stock,  unless  such 
stock  shall  be  issued  on  a  quarterly  dividend  payment  date,  and  in  such 
cases  from  said  date.  Such  dividends  shall  be  payable  before  any  divi- 
dend shall  be  paid  upon  or  set  apart  for  the  Preference,  for  the  Class  A 
Common,  or  for  the  Class  B  Common  Stock,  and  shall  be  cumulative, 
so  that  if,  in  any  one  year,  dividends  at  the  rate  fixed  herein  or  deter- 
mined by  the  Board  of  Directors  for  the  Series  of  which  the  First 
Preferred  Stock  is  a  part,  shall  not  have  been  paid  thereon  or  set  apart 
therefor,  the  deficiency  shall  be  fully  paid  or  set  apart  before  any  divi- 
dends shall  be  paid  upon  or  set  apart  for  the  Preference  Stock  or  for 
the  Class  A  Common  Stock  or  for  the  Class  B  Common  Stock.  Divi- 
dends shall  not  be  paid  exclusively  upon  any  one  or  more  Series  of 
First  Preferred  Stock,  but  dividends  shall  be  paid  ratably  upon  all  out- 
standing First  Preferred  Stock  in  the  proportion  that  the  annual  divi- 
dend requirements  of  any  one  Series  bear  to  the  total  annual  dividend 
requirements  of  all  outstanding  First  Preferred  Stock. 

The  power  of  the  Corporation,  however,  to  issue  First  Preferred  Stock 
is  limited  to  an  amount  of  First  Preferred  Stock,  the  par  value  of  which 
shall  not  exceed  150  per  cent,  of  the  aggregate  of  the  par  value  of  its 
other  capital  stock  then  issued  and  outstanding,  plus  $12.00  for  each 
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share  of  the  Class  A  Common  Stock  then  issued  and  outstanding,  plus 
the  then  existing  surplus  and  undivided  profits  of  the  Corporation. 

(b)  The  Preference  Stock  shall  be  issued  in  such  amounts  and  at  such 
times  as  may  be  determined  and  fixed  by  the  Board  of  Directors  of 
this  Corporation.  The  holders  of  the  Preference  Stock  shall  be  entitled 
to  receive,  and  the  Corporation  shall  be  obligated  to  pay,  subject  to  the 
prior  pa\Tnent  of  dividends  on  the  First  Preferred  Stock  when  and  as 
declared  by  the  Board  of  Directors  of  the  Corporation  from  the  surplus 
or  net  profits  of  the  Corporation  cumulative  dividends  at  the  rate  of 
5^2%  per  annum  payable  quarterly  on  the  first  days  of  March,  June, 
September  and  December  of  each  year,  and  an  additional  annual  non- 
cumulative  dividend  up  to  >^  of  1%.  Such  cumulative  dividends  shall 
accrue  from  the  quarterly  payment  date  next  preceding  the  date  of  the 
original  issue  of  such  Preference  Stock  unless  such  stock  shall  be  issued 
on  the  quarterly  dividend  payment  date,  and  in  such  case  from  said  date, 
but  only  after  all  dividends  have  been  paid  or  set  aside  for  payment  on 
the  outstanding  shares  of  First  Preferred  Stock.  Dividends  shall  be 
payable  before  any  dividends  shall  have  been  paid  or  set  apart  for  the 
Class  A  Common  Stock  or  for  the  Class  B  Conunon  Stock  and  shall  be 
cumulative  up  to  5>^%  so  that  if  in  any  one  year  dividends  at  the  rate 
of  53^%  shall  not  have  been  paid  thereon  or  set  apart  therefor,  the 
deficiency  shall  be  fully  paid  or  set  apart  before  any  dividends  shall  be 
paid  upon  or  set  apart  for  the  Class  A  Common  Stock  or  for  the  Class  B 
Common  Stock. 

(c)  The  Class  A  Common  Stock  shall  be  issued  in  such  amounts  and 
at  such  times  as  may  be  determined  and  fixed  by  the  Board  of  Directors 
of  this  Corporation.  The  holders  of  the  Class  A  Common  Stock  shall 
be  entitled  to  non-cumulative  dividends  thereon  at  the  rate  of  84  cents 
per  share  per  annum  after  payment,  or  the  setting  aside  for  payment, 
of  all  dividends  on  the  First  Preferred  Stock  and  on  the  Preference 
Stock,  before  any  dividend  shall  be  set  apart  or  paid  on  the  Class  B 
Common  Stock. 

After  payment,  or  the  setting  aside  for  payment,  of  all  dividends  on 
the  First  Preferred  Stock,  the  Preference  Stock  and  the  Class  A  Com- 
mon Stock  hereinbefore  provided  for,  the  holders  of  the  Class  A  Common 
Stock  and  the  holders  of  the  Class  B  Common  Stock  shall  be  entitled, 
subject  to  the  reserve  and  surplus  funds  hereinafter  provided  for,  to 
75  per  cent,  and  25  per  cent.,  respectively,  of  all  earnings  and  profits 
of  the  Corporation,  provided  that  no  such  dividend  shall  be  paid  on  the 
Class  A  and  Class  B  Common  Stock  unless  the  Corporation  shall  have 
paid  the  non-cumulative  dividend  of  84  cents  per  share  to  the  Class  A 
shareholders  (a)  during  the  second  year  of  its  corporate  existence  for 
the  year  next  preceding,  (b)  after  the  second  year  of  its  corporate 
existence  for  the  two  years  next  preceding. 
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id)  The  Corporation  shall  have  the  right  out  of  its  surplus,  or  out 
of  its  capital  to  the  extent  permitted  under  and  pursuant  to  Section  27 
of  the  General  Corporation  Law  of  the  State  of  Delaware,  to  redeem, 
purchase  and  acquire  any  portion  or  all  of  any  Series  of  First  Preferred 
Stock  and  upon  any  dividend  date  at  such  price,  plus  accrued  un- 
paid dividends,  as  shall  have  been  determined  and  stated  and  expressed 
in  the  resolution  or  resolutions  adopted  by  the  Board  of  Directors  of 
this  Corporation  providing  for  the  issuance  of  the  stock  included  in 
each  of  said  Series,  such  redemption,  purchase  or  acquisition  to  be  made 
in  such  manner  as  the  Board  of  Directors  may  determine  in  accordance 
with  and  subject  to  the  laws  of  the  State  of  Delaware.  The  Corpo- 
ration shall  have  the  right  out  of  its  surplus  or  out  of  its  capital  to  the 
extent  permitted  under  and  pursuant  to  Section  27  of  the  General 
Corporation  Law  of  the  State  of  Delaware,  to  redeem,  purchase  and 
acquire  any  portion  or  all  of  the  Preference  Stock  upon  any  dividend 
date  after  January  1,  1930,  at  $22  per  share  plus  accrued  unpaid 
dividends,  such  redemption,  purchase  or  acquisition  to  be  made  in  such 
manner  as  the  Board  of  Directors  may  determine  in  accordance  with 
and  subject  to  the  laws  of  the  State  of  Delaware.  In  case  the  Corpo- 
ration shall  so  elect  to  redeem,  purchase  or  acquire  any  portion  or  all 
of  any  Series  of  said  First  Preferred  Stock  or  any  portion  or  all  of 
said  Preference  Stock  and  shall  notify  the  registered  holder  thereof  of 
its  election  so  to  do,  the  right  of  said  holder  of  said  stock,  or  of  any 
assignee  thereof,  to  receive  dividends  upon  said  stock  subsequent  to  the 
date  specified  in  said  notice  for  such  redemption,  purchase  or  acquisition 
shall  cease  and  determine. 

(e)  In  the  event  of  any  liquidation  or  dissolution  of  the  Corporation, 
or  upon  any  final  distribution  of  its  assets  after  the  payment  of  its 
debts,  the  holders  of  the  First  Preferred  Stock  shall  be  entitled  to 
S50.00  per  share  plus  all  accumulated  dividends,  or  a  jiro  rata  amount 
in  case  the  assets  are  insufficient  to  make  the  full  payment  above  pro- 
vided. 

After  the  above  payments  on  account  of  the  First  Preferred  Stock, 
the  holders  of  the  Preference  Stock  shall  be  entitled  to  S20.00  per  share, 
plus  all  accumulated  dividends,  or  a  pro  rata  amount  in  case  the  re- 
maining assets  are  insufficient  to  make  the  full  payment  above  provided 
for. 

After  the  above  payments  on  account  of  the  First  Preferred  and  Pref- 
erence Stock,  the  holders  of  the  Class  A  Common  Stock  shall  be  entitled 
to  $12.00  per  share,  or  a  pro  rata  amount  in  case  the  remaining  assets  are 
insufficient  to  make  the  full  payment  above  provided  for. 

After  the  above  payments  on  account  of  the  First  Preferred,  the 
Preference  and  the  Class  A  Common  Stock,  the  holders  of  the  Class  A 
Common  Stock  shall  be  entitled  to  75  per  cent,  of  any  remaining  assets. 
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and  the  holders  of  the  Class  B  Common  Stock  shall  be  entitled  to  25 
per  cent,  of  any  remaining  assets. 

(/)  No  dividends  shall  be  declared  or  payable  except  out  of  the 
surplus  or  net  profits  of  the  Corporation.  No  stock  dividends  shall  be 
declared  unless  all  cumulative  dividends  due  and  payable  upon  the  First 
Preferred  Stock  and  upon  the  Preference  Stock  have  first  been  paid  or 
set  aside. 

(g)  The  holders  of  the  First  Preferred  Stock  and  the  holders  of 
the  Preference  Stock  shall  have  no  right  to  vote  at  any  meeting  of  the 
stockholders  or  at  any  election  of  the  Corporation,  or  otherwise  to 
participate  in  any  action  taken  by  the  Corporation,  or  the  stockholders 
thereof,  and  shall  receive  no  notice  thereof,  except  as  specifically  pro- 
vided by  the  laws  of  the  State  of  Delaware;  provided,  however,  that 
in  the  event  that  dividends  aggregating  one  year's  annual  dividends  on 
the  First  Preferred  Stock  shall  not  have  been  paid  or  set  aside  for 
payment  by  the  Corporation  after  the  first  year  of  its  corporate 
existence,  then  the  holders  of  such  First  Preferred  Stock  shall  be  entitled 
to  vote  their  shares  for  all  purposes,  while  and  so  long  as  any  accrued 
dividends  on  said  stock  remain  unpaid;  each  shareholder  having  one 
vote  for  each  share  of  stock  held  by  him;  and  further  provided  that  in 
the  event  that  dividends  aggregating  one  year's  annual  dividend  on  the 
Preference  Stock  shall  not  have  been  paid  or  set  aside  for  payment  by 
the  Corporation  after  the  first  j^ear  of  its  corporate  existence,  then  the 
holders  of  such  Preference  Stock  shall  be  entitled  to  vote  their  shares  for 
all  purposes,  while  and  so  long  as  any  accrued  dividends  remain  unpaid; 
each  shareholder  having  one  vote  for  each  share  of  stock  held  by  him. 
Such  rights  of  the  holders  of  First  Preferred  Stock  and  Preference  Stock 
to  vote  shall  not  be  exclusive  of  the  right  to  vote  on  the  Clas8  A  and 
Class  B  Common  Stocks  of  the  Corporation.  Each  shareholder  of  the 
Class  A  Common  Stock  shall  be  entitled  to  vote  his  shares  for  all 
purposes  and  shall  have  one  vote  for  each  share  of  stock  held  by  him; 
each  shareholder  of  Class  B  Common  Stock  shall  have  one  vote  for 
each  share  of  stock  held  by  him,  except  as  hereafter  specifically  provided 
in  clause  (;')  of  this  section.  In  the  event,  however,  that  the  holders 
of  either  the  First  Preferred  Stock  or  Preference  Stock  shall  receive  the 
right  to  vote  pursuant  to  the  terms  of  this  clause,  and  so  long  as  they 
shall  continue  to  have  such  right  to  vote,  then  the  right  of  the  holders 
of  the  Class  B  Common  Stock  to  vote  cumulatively  as  hereinafter  pro- 
vided in  clause  (;)  of  this  section  shall  be  suspended. 

(h)  There  shall  be  no  increase  of  the  authorized  issue  of  Class  B 
Common  Stock  without  the  consent  of  75  per  cent,  of  the  holders  of 
Class  B  Common  Stock. 

(i)  Upon  the  issue  of  any  stock  of  the  Corporation  authorized  either 
by  this  instrument  or  by  any  subsequent  certificate  of  increase,  no  stock- 


APPENDIX  B  297 

holders  shall  be  entitled  as  of  right  to  subscribe  for,  purchase  or  receive 
any  proportionate  or  other  share  of  the  stock  so  to  be  issued;  and  in  no 
event  shall  the  Board  of  Directors  be  under  any  obligation  to  offer  any 
new  or  increased  stock  of  any  class  to  the  holders  of  the  then  issued 
and  outstanding  capital  stock  of  the  Corporation  of  any  class,  except 
that  in  the  event  of  any  increase  of  the  authorized  issue  of  Class  B 
Common  Stock  the  Board  of  Directors  shall  be  obliged  to  offer  such  new 
increased  stock  to  the  holders  of  the  then  issued  and  outstanding  Class  B 
Common  Stock.  The  holders  of  the  First  Preferred  Stock  and  of  the 
Preference  Stock  shall  not  be  entitled  to  receive  any  dividends  declared 
and  paid  in  stock  of  the  Corporation. 

(;)  At  all  elections  of  Directors  of  this  Corporation,  each  Class  B 
Common  Stockholder  shall  be  entitled  to  as  many  votes  as  shall  equal 
the  number  of  his  shares  of  stock  multiplied  by  the  number  of  Directors 
to  be  elected,  and  may  cast  all  of  such  votes  for  a  single  Director,  or  may 
distribute  them  between  the  number  to  be  voted  for,  or  any  two  or  more 
of  them  as  he  may  see  fit. 

(k)  Without  action  by  or  consent  of  the  stockholders,  the  Board  of 
Directors  may  issue  the  stock  of  the  Corporation  without  par  value, 
or  any  part  thereof,  from  time  to  time,  for  such  consideration  as  may 
be  fixed  from  time  to  time  by  the  said  Board,  except  that  the  Class  A 
Common  Stock  shall  not  be  issued  at  less  than  $12.00  per  share,  and 
any  and  all  of  such  stock  so  issued,  when  the  consideration  fixed  therefor 
by  said  Board  has  been  fully  paid  or  delivered,  shall  be  full  paid  stock 
and  not  liable  to  any  further  call  or  assessment  thereon. 

Fifth:  The  Corporation  will  commence  business  with  at  least 
$1,000,000,  and  with  at  least  10,000  shares  of  Class  A  Common  Stock 
and  20,000  shares  of  Class  B  Conomon  Stock,  all  full  paid. 

Sixth:  The  names  and  places  of  residence  of  the  original  subscribers 
to  the  capital  stock  are  as  follows: 

Name  Residence 

Harold  A.   Fortington.       Katonah   Road,  Katonah,  N.  Y. 
Edward  S.  Goodwin.  962  Main  Street, 

East  Hartford,  Conn. 
Daniel  T.  Pierce.  270  Park  Avenue, 

New  York  City,  N.  Y. 
Sterling  Pile.  North  Drive,  Great  Neck, 

Long  Island,  N.  Y, 
Edward  B.  Twombly.        23  Fernwood  Road, 

Summit,  N.  J. 
Walter  Reid  Wolf.  1150  Fifth  Avenue, 

New  York  City,  N.  Y. 
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Seventh:     The  Corporation  is  to  have  perpetual  existence. 

Eighth:  The  private  property  of  the  stockholders  shall  not  be 
subject  to  the  payment  of  any  of  the  corporate  debts. 

Ninth:  1.  The  number  of  Directors  of  this  Corporation  shall  not  be 
less  than  fourteen,  but  said  number  may  be  altered  from  time  to  time  as 
may  be  provided  by  the  by-laws.  In  case  of  any  increase  in  the  num- 
ber of  Directors,  the  additional  Directors  may  be  elected  by  the  remain- 
ing Directors  or  by  the  Stockholders  at  an  annual  or  special  meeting  as 
shall  be  provided  in  the  by-laws. 

2.  The  Stockholders  and  Board  of  Directors  shall  have  the  power 
to  hold  their  meetings  outside  the  State  of  Delaware  at  such  places  as 
from  time  to  time  may  be  designated  by  the  by-laws  or,  in  case  of  the 
Board  of  Directors,  by  resolution  of  that  Board  or  by  consent  of  all  its 
members. 

3.  The  Board  of  Directors  shall,  in  its  own  discretion,  have  the  power 
and  right  to  set  apart  out  of  the  earnings  of  the  Corporation  reserve 
and  surplus  funds  to  be  held  for  the  purposes  of  the  Corporation,  and 
may  invest  and  reinvest  the  same  in  the  same  way  and  subject  to  the 
same  restrictions  as  are  provided  for  the  investment  and  reinvestment 
of  the  capital  of  the  Corporation.  When  and  only  when  the  Board  of 
Directors  shall  decide  that  it  is  advisable  or  necessary  to  pay  dividends 
out  of  the  reserv-e  and  surplus  funds,  shall  such  funds  be  subject  to  the 
payment  of  dividends. 

4.  The  Board  of  Directors  from  time  to  time  shall  determine  whether, 
to  what  extent,  at  what  times  and  places,  and  under  what  conditions 
and  regulations  the  accounts  and  books  and  papers  of  the  Corporation, 
or  any  of  them,  shall  be  open  to  the  inspection  of  the  stockholders;  and 
no  stockholder  shall  have  any  right  to  inspect  any  account  or  book 
or  paper  of  the  Corporation,  except  as  expressly  conferred  by  statute 
or  authorized  by  the  Board  of  Directors.  The  Board  of  Directors,  how- 
ever, shall  render  a  financial  statement  to  all  stockholders  of  the  Cor- 
poration annually  as  of  the  close  of  the  preceding  fiscal  year  and  not 
more  than  sixty  days  thereafter. 

5.  The  Directors  may  from  time  to  time  offer  for  subscription,  or 
otherwise  issue  or  sell,  for  such  consideration  as  they  may  determine 
and  which  may  be  permitted  by  law  at  the  time  of  such  subscription, 
issue  or  sale,  any  or  all  of  the  authorized  stock  of  the  Corporation  not 
then  issued  or  which  may  have  been  issued  and  re-acquired  by  the 
Corporation,  and  any  or  all  of  any  increased  stock  of  any  class  that  may 
hereafter  be  authorized.  Bonds,  debentures,  certificates  of  indebtedness, 
or  other  securities,  convertible  into  stock  of  the  Corporation,  may  be 
issued,  sold  or  disposed  of,  pursuant  to  resolution  of  the  Board  of 
Directors,  and  for  such  consideration  as  may  be  then  authorized  by  law, 
for  property,  cash  or  otherwise,  but  not  for  services,  to  such  persons, 
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firms  or  corporations,  and  upon  such  terms  and  conditions  as  may  be 
deemed  advisable  by  the  Board  of  Directors  in  the  exercise  of  its 
discretion. 

6.  If  the  by-laws  so  provide,  the  Directors  may  designate  throe  or 
more  of  its  number  to  constitute  an  Executive  Committee,  which  Com- 
mittee shall  for  the  time  being,  as  provided  in  said  resolution  or  in 
the  by-laws  of  this  Corporation,  have  and  exercise  any  or  all  of  the 
powers  of  the  Board  of  Directors  in  the  management  of  the  business 
and  affairs  of  this  Corporation,  except  the  investment  and  reinvestment 
of  its  capital  and  surplus,  and  have  the  power  to  authorize  the  seal  of 
this  Corporation  to  be  affixed  to  all  papers  which  may  require  it. 

7.  If  the  by-laws  so  provide,  the  Directors  may  designate  three  or 
more  persons,  a  majority  of  whom  must  be  directors,  to  constitute  a 
Finance  Committee,  which  Committee  shall  for  the  time  being,  as  pro- 
vided in  said  resolution  or  in  the  by-laws  of  this  Corporation,  have 
and  exercise  any  or  all  of  the  powers  of  the  Board  of  Directors  in  the 
investment  and  reinvestment  of  its  capital  and  of  its  reserve  and  surplus 
funds,  as  more  fully  defined  in  Clause  3  of  Section  Third  of  this  certificate 
of  incorporation,  and  shall  have  such  other  powers  as  shall  from  time 
to  time  be  delegated  to  them  by  the  Board  of  Directors. 

8.  The  by-laws  of  the  Corporation,  whether  adopted  by  the  Stock- 
holders or  the  Directors,  may  be  altered  or  amended  at  any  time  and 
new  by-laws  made  by  the  Board  of  Directors  of  the  Corporation,  unless 
the  Stockholders  in  any  instance  otherwise  provide.  The  by-laws  so 
made,  altered  or  amended  by  the  Directors  may  be  altered,  amended  or 
repealed  at  any  time  by  the  Stockholders. 

The  by-laws  may  prescribe  the  number  of  Directors  necessary  to  con- 
stitute a  quorum,  which  number  may  be  less  than  a  majority  of  the 
whole  Board  of  Directors,  but  not  less  than  the  number  required  by 
law. 

9.  Any  one  or  more  or  all  of  the  Directors  may  be  removed,  either 
with  or  without  cause,  at  any  time  by  vote  of  the  Stockholders  holding 
a  majority  of  each  class  of  the  voting  stock  of  the  Corporation  at  any 
special  meeting,  and  thereupon  the  term  of  such  Director  or  Directors 
who  shall  have  been  so  removed  shall  forthwith  terminate  and  there 
shall  be  a  vacancy  or  vacancies  in  the  Board  of  Directors  to  be  filled 
as  provided  in  the  by-laws. 

10.  The  Corporation  may  at  any  meeting  of  its  Board  of  Directors, 
sell  or  exchange  all  of  its  property  and  assets,  including  its  good  will 
and  its  corporate  franchises,  upon  such  terms  and  conditions  as  its 
Board  of  Directors  deems  expedient  and  for  the  best  interests  of  the 
Corporation,  when  and  as  authorized  by  the  affirmative  vote  of  the 
holders  of  75  per  cent,  of  the  stock  issued  and  outstanding  having 
voting   power   given   at   a  stockholders'   meeting   duly   called    for   that 
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purpose,  or  when  authorized  by  the  written  consent  of  the  holders  of 
75  per  cent,  of  the  voting  stock  issued  and  outstanding. 

11.  In  addition  to  the  powers  and  authorities  hereinbefore  or  by 
statute  expressly  conferred  upon  it,  the  Board  of  Directors  is  hereby 
empowered  to  exercise  all  such  powers  and  do  all  such  acts  and  things 
as  may  be  exercised  or  done  by  the  Corporation,  subject,  however,  to  the 
provisions  of  the  statutes  of  Delaware,  of  this  certificate  of  incorpora- 
tion, and  to  any  by-laws  from  time  to  time  made  by  the  Stockholders; 
provided,  however,  that  no  by-laws  so  made  shall  invalidate  any  prior 
act  of  the  Directors  which  would  have  been  valid  if  such  by-laws  had 
not  been  made. 

12.  The  Corporation  reserves  the  right  to  amend,  alter,  change  or 
repeal  any  provisions  contained  in  this  certificate  of  incorporation  in  the 
manner  now  or  hereafter  prescribed  by  the  statutes  of  the  State  of 
Delaware,  and  all  rights  conferred  on  officers,  directors  and  stockholders 
herein  are  granted  subject  to  this  reservation. 

In  Witness  Whereof,  we  have  hereunto  set  our  hands  and  seals  this 
28th  day  of  March,  1928. 

H.   A.    FORTINGTON  (l.S.) 

Edward  S.  Goodwin  (l.s.) 

Daniel  T.  Pierce  (l.s.) 

Sterling  Pile  (l.s.) 

Edward  B.  Twombly  (l.s.) 

Walter   Reid   Wolf  (l.s.) 

In  the  presence  of 
Edward  Ernst 

State  of  New  York     | 

County  of  New  York  J 

Be  It  Remembered,  that  on  this  29th  day  of  March,  1928,  personally 
appeared  before  me,  the  subscriber,  a  Notary  Public  for  the  State  of 
New  York,  Harold  A.  Fortington,  Edward  S.  Goodwin,  Daniel  T. 
Pierce,  Sterling  Pile,  Edward  B.  Twombly  and  Walter  Reid  Wolf, 
parties  to  the  foregoing  amended  certificate,  known  to  me  personally  to 
be  such,  and  severally  acknowledged  that  they  signed,  sealed  and  de- 
livered the  same  as  their  several  voluntary  act  and  deed  and  that  the 
facts  therein  stated  were  truly  set  forth. 

Given  under  my  hand  and  seal  of  office  the  day  and  year  aforesaid. 

EDWARD  ERNST 
Notary  Public,  Bronx  County  No.  50 
Bronx  County  Register's  No.  2960 
New  York  County  Clerk's  No.  283 
New  York  County  Register's  No.  9020A 
[seal]  Commission  expires  March  30,  1929 
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BY-LAWS 

OF 

STERLING  SECURITIES  CORPORATION 

ARTICLE  I 


Meetings  of  Stockholders 

Section  1.  All  meetings  of  stockholders  shall  be  held  at  the  office 
of  the  corporation  in  the  City  of  Dover,  State  of  Delaware,  or  at  such 
place  within  or  without  the  State  as  from  time  to  time  may  be  desig- 
nated by  the  By-Laws  or  by  resolution  of  the  board  of  directors,  sub- 
ject, however,  to  the  provisions  of  Section  32  of  the  Delaware  Corpora- 
tion Law. 

The  annual  meeting  of  the  stockholders  shall  be  held  on  the  second 
Tuesday  after  the  first  Monday  of  February  in  each  year  at  one 
o'clock  in  the  afternoon  for  the  election  of  directors  and  for  such 
other  business  as  may  properly  come  before  said  meeting.  Notice  of 
the  time,  place  and  purpose  of  such  meeting  shall  be  served,  either 
personally  or  by  mail,  not  less  than  ten  days  before  the  meeting,  upon 
each  stockholder  of  record  entitled  to  vote  at  such  meeting  and,  if 
mailed,  such  notice  shall  be  directed  to  such  stockholder  at  his  last 
known  post  office  address  as  it  appears  upon  the  stock  book  unless 
he  shall  have  filed  with  the  secretary  of  the  corporation  a  written 
request  that  notices  intended  for  him  be  mailed  to  some  other  address, 
in  which  case  it  shall  be  mailed  to  the  address  designated  in  such 
request. 

Sectiox  2.  Special  meetings  of  the  stockholders  entitled  to  vote 
thereat  may  be  called  at  any  time  by  the  president  or  by  any  three 
of  the  directors,  and  shall  be  called  at  the  request  in  writing  of  stock- 
holders of  record  owning  one-third  of  the  shares  entitled  to  vote  at 
such  meeting.  Notice  of  special  meetings  shall  be  given  as  provided 
in  the  case  of  annual  meetings. 

Section  3.  At  all  meetings  of  stockholders  there  shall  be  present, 
either  in  person  or  by  proxy,  stockholders  owning  a  majority  of  the 
shares  entitled  to  vote  thereat  in  order  to  constitute  a  quorum. 

Section  4.  At  all  meetings  of  stockholders  the  voting  shall  be  by 
ballot,  each  of  which  shall  state  the  name  of  the  stockholder  voting 
and  the  number  of  shares  voted  by  him,  and,  if  such  ballot  is  cast 
by  proxy,  it  shall  also  state  the  name  of  such  proxy. 
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ARTICLE  II 
Directors 

Section  1.  The  directors  of  the  company  shall  be  elected  for  the 
term  of  one  year  at  the  annual  meeting  of  stockholders  except  as  here- 
inafter otherwise  provided  for  filling  vacancies.  They  shall  be  chosen 
at  such  meeting  by  a  majority  of  the  votes  of  the  stockholders  entitled 
to  vote  thereat  and  voting  either  in  person  or  by  proxy.  They  shall 
have  the  powers  as  stated  in  the  Certificate  of  Incorporation  of  the 
company  and  as  provided  in  these  By-Laws  and  such  as  are  prescribed 
by  the  laws  of  the  State  of  Delaware.  They  shall  hold  office  until 
the  next  annual  election  and  untU  their  successors  are  elected  and 
qualify. 

Section  2.  The  board  of  directors  shall  meet  on  the  second  Tuesday 
after  the  first  Monday  in  each  month  at  two  o'clock  in  the  afternoon 
and  whenever  called  together  by  the  president  on  two  days'  notice  given 
to  each  director. 

On  the  written  request  of  any  five  directors,  the  secretary  shall  call 
a  special  meeting  of  the  board. 

Section  3.  The  presence  of  at  least  ten  members  of  the  board  shall 
be  necessary  to  constitute  a  quorum  for  the  transaction  of  business  at 
any  meeting  of  the  board,  but  a  majority  of  the  directors  present  at 
the  time  and  place  of  any  regular  or  special  meeting,  although  less  than 
a  quorum,  may  adjourn  the  same  from  time  to  time  without  further 
notice  until  a  quorum  shall  attend. 

Section  4.  The  board  of  directors  may  hold  their  meetings  and 
have  an  office  or  offices  within  or  without  the  state. 

Section  5.  Any  vacancy  in  the  board  of  directors  occurring  through 
death,  resignation,  removal  or  other  cause  shall  be  filled  for  the  un- 
expired portion  of  the  term  by  a  majority  vote  of  the  remaining  directors 
at  any  regular  or  special  meeting  of  the  board  of  directors. 

Whenever  the  number  of  directors  shall  be  increased  pursuant  to  law, 
such  increase  shall  be  deemed  to  create  vacancies  in  the  board  to  be 
filled  in  the  manner  above  prescribed. 

ARTICLE  III 

Section  1.  After  each  annual  election  the  board  of  directors  shall 
elect  from  their  number  a  president  and  two  vice-presidents,  and  may 
appoint  one  or  more  other  vice-presidents  under  such  title  as  the  board 
may  determine  and  a  secretary  and  a  treasurer.  The  board  may  also 
appoint  one  or  more  assistant  secretaries  and  assistant  treasurers.  One 
person  may  hold  any  two  of  the  offices  of  vice-president,  secretary, 
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treasurer,  assistant  secretary  and  assistant  treasurer.  The  appointed 
vice-presidents,  the  secretary,  treasurer,  assistant  secretary  and  assistant 
treasurer  need  not  be  directors.  Each  of  the  appointed  officers  shall 
serve  during  the  pleasure  of  the  board  of  directors. 

Section  2.  The  president  shall  preside  at  all  meetings  of  the  stock- 
holders and  of  the  board  of  directors.  He  shall  see  that  all  orders 
and  resolutions  of  the  board  of  directors  are  carried  into  effect.  He 
shall  execute  all  contracts  and  agreements  authorized  by  the  board 
of  directors  and,  in  general,  shall  perform  all  the  duties  incidental  to 
his  office  and  such  as  may  be  from  time  to  time  conferred  upon  him 
by  the  board  of  directors. 

Section  3.  The  vice-presidents  shall  perform  all  the  duties  incidental 
to  their  office  and  all  such  duties  as  may  from  time  to  time  be  as- 
signed to  them  respectively  by  the  board  of  directors. 

They  shall  perform  all  the  duties  of  the  president  in  the  event  of 
his  absence  or  disability. 

Section  4.  The  secretary  shall  keep  the  minutes  of  the  meetings  of 
the  board  of  directors  and  of  the  stockholders.  He  shall  attend  to 
the  giving  and  serving  of  all  notices  of  the  corporation  and  shall  affix 
the  seal  of  the  corporation  to  all  certificates  of  stock.  He  shall  have 
charge  of  the  certificate  book  and  such  other  books  and  papers  as  the 
board  may  direct.  He  shall  attend  to  such  correspondence  as  may 
be  assigned  to  him  from  time  to  time  by  the  board  of  directors  and 
perform  all  duties  incidental  to  his  office. 

Section  5.  The  treasurer  shall  have  the  custody  of  the  funds  and 
securities  of  the  corporation  and  shall  deposit  the  same  in  the  name 
of  the  corporation  in  such  banks  or  trust  companies  as  the  directors 
may  elect.  He  shall  keep  full  and  accurate  accounts  of  receipts  and 
disbursements  of  the  corporation  and  shall  disburse  funds  of  the  cor- 
poration as  may  be  ordered  by  the  board  of  directors,  executive  com- 
mittee, finance  committee,  president  or  vice-presidents,  taking  proper 
vouchers  for  such  disbursements.  He  shall  render  to  the  president  and 
directors  at  the  regular  meetings  of  the  board,  or  whenever  they  may 
require  it,  an  account  of  all  his  transactions  as  treasurer  and  of  the 
financial  condition  of  the  corporation,  and  at  the  regular  meeting  of  the 
board  next  preceding  the  annual  stockholders  meeting  a  like  report  for 
the  preceding  year.  He  shall  give  such  bond  for  the  faithful  perform- 
ance of  his  duties  as  may  be  required  by  the  board  of  directors.  He 
shall  perform  such  other  duties  as  the  board  of  directors  may  from  time 
to  time  prescribe. 

Section  6.  The  assistant  secretary  in  the  absence  of  the  secretary 
shall  perform  all  the  duties  of  the  secretary  and  shall  perform  such 
other  duties  as  may  be  from  time  to  time  prescribed  by  the  board  of 
directors. 
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Section  7.  The  assistant  treasurer  in  the  absence  of  the  treasurer 
shall  perform  all  the  duties  of  the  treasurer  and  shall  perform  such 
other  duties  as  may  be  from  time  to  time  prescribed  by  the  board  of 
directors. 

Section  8.  All  checks,  notes,  drafts  and  other  instruments  in  writing 
for  the  payment  of  money  shall  be  signed  by  the  president  or  a  vice- 
president  and  countersigned  by  the  secretary  or  treasurer  or  such 
other  assistant  secretary  or  assistant  treasurer  as  shall  be  designated  by 
resolution  of  the  board  of  directors;  provided  that  no  one  person  shall 
have  the  right  to  sign  and  countersign  any  of  said  instruments  in  writ- 
ing for  the  payment  of  money. 

ARTICLE  IV 

Executive  Committee 

Section  1.  The  board  of  directors  shall  elect  from  their  number  an 
executive  committee  of  seven  and  shall  designate  a  chairman  for  said 
committee.  The  chairman  of  the  committee  and  the  members  of  the 
executive  committee  shall  continue  in  office  at  the  pleasure  of  the  board. 
The  board  of  directors  shall  fill  vacancies  in  the  executive  committee  by 
election  of  members  from  the  board  of  directors  and  at  all  times  it 
shall  be  the  duty  of  the  board  of  directors  to  keep  the  membership  of 
such  committee  full. 

Section  2.  During  the  intervals  between  the  meetings  of  the  board 
of  directors  the  executive  committee  shall  possess  and  may  exercise  all 
the  powers  of  the  board  of  directors  in  the  management  and  direction 
of  the  business  of  the  corporation  (except  as  to  matters  where  action 
of  the  board  of  directors  is  specifically  required  and  except  such  powers 
as  are  specifically  given  to  the  Finance  Committee  as  hereinafter  set 
forth  in  Article  V)  in  such  manner  as  the  executive  committee  shall 
deem  best  for  the  interest  of  the  corporation  in  all  cases  in  which 
specific  directions  shall  not  have  been  given  by  the  board  of  directors. 

AH  actions  of  the  executive  committee  shall  be  reported  to  the  board 
of  directors  at  its  next  meeting  and  shall  be  subject  to  revision  or  altera- 
tion by  the  board,  provided  that  no  rights  or  acts  of  third  parties 
shall  be  affected  by  any  such  revision  or  alteration. 

Section  3.  The  executive  committee  shall  meet  upon  a  day  and  at 
an  hour  to  be  selected  by  the  committee  and  whenever  called  together 
by  its  chairman  upon  one  day's  notice  given  to  each  member  of  the 
committee.  Upon  the  written  request  of  any  two  members  of  the 
committee,  the  chairman  shall  call  a  special  meeting  of  the  committee. 
The  presence  of  at  least  a  majority  of  the  executive  committee  shall 
be  necessary  to  constitute  a  quorum  for  the  transaction  of  business. 
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The  affirmative  vote  of  at  least  four  members  of  the  committee  shall 
be  necessary  to  adopt  any  resolution. 

ARTICLE  V 

Finance  Committee 

Section  1.  The  board  of  directors  shall  appoint  a  finance  committee 
of  three  persons,  the  majority  of  whom  must  be  members  of  the  board 
of  directors,  and  shall  designate  a  chairman  for  said  committee.  The 
chairman  and  each  of  the  members  of  the  finance  committee  shall  con- 
tinue in  office  during  the  pleasure  of  the  board  of  directors.  The  board 
of  directors  shall  fill  all  vacancies  in  the  finance  committee  and  it  shall 
be  the  duty  of  the  board  of  directors  to  keep  the  membership  of  said 
committee  full. 

Section  2.  During  the  intervals  between  the  meetings  of  the  board 
of  directors  the  finance  committee  shall  possess  and  exercise  any  or  all 
of  the  powers  of  the  board  of  directors  in  the  investment  and  reinvest- 
ment of  its  capital  and  of  its  reserve  and  surplus  funds,  as  more  fully 
defined  in  Clause  3  of  Section  3  of  the  Certificate  of  Incorporation  of 
the  company,  and  shall  have  such  other  powers  as  shall  from  time  to 
time  be  delegated  to  it  by  the  board  of  directors. 

Section  3.  The  finance  committee  shall  meet  weekly  upon  a  day  and 
at  an  hour  to  be  selected  by  the  committee  and  whenever  called  to- 
gether by  its  chairman  upon  one  day's  notice  given  to  each  member 
of  the  committee.  Upon  the  written  request  of  any  two  members  of 
the  committee,  the  chairman  shall  call  a  special  meeting  of  the  com- 
mittee. The  presence  of  at  least  a  majoity  of  the  finance  committee 
shall  be  necessary  to  constitute  a  quorum  for  the  transaction  of  busi- 
ness. 

ARTICLE  VI 

Capital  Stock 

Section  1.  Subscriptions  to  the  shares  of  the  corporation  shall  be 
paid  to  the  treasurer  at  such  time  or  times  and  in  such  instalments  as 
the  board  of  directors  may  by  resolution  require. 

Section  2.  Certificates  of  stock  shall  be  numbered  in  the  order  of 
issuance  thereof  and  shall  be  signed  by  the  president  or  a  vice-president, 
and  by  the  treasurer  or  an  assistant  treasurer  or  an  assistant  secre- 
tary of  the  corporation,  and  the  seal  of  the  corporation  shall  be  fixed 
thereto. 

Section  3.  Transfers  of  shares  shall  be  made  upon  the  books  of  the 
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corporation  only  by  a  holder  in  person  or  by  power  of  attorney  duly 
executed  and  witnessed  and  filed  with  the  secretary  of  the  corporation 
or  with  its  duly  appointed  transfer  agents,  and  on  the  surrender  of  the 
certificate  or  certificates  of  such  shares. 

Section  4.  The  board  of  directors  may  by  separate  resolution  ap- 
point corporate  transfer  agents  and/or  corporate  registrars,  to  perform 
such  duties  in  respect  to  the  issuance  and  transfer  of  the  certificates 
of  capital  stock  of  the  corporation  as  such  resolution  may  provide. 

Section  5.  The  board  of  directors  by  resolution  may  close  the  transfer 
books  for  a  period  not  exceeding  thirty  days  preceding  the  annual  or 
special  meeting  of  the  stockholders.  No  transfer  of  any  stock  shall 
be  made  within  ten  days  next  preceding  the  day  appointed  for  paying 
a  dividend. 

Section  6.  The  corporation  shall  be  entitled  to  treat  the  holder  of 
record  of  any  share  or  shares  of  stock  as  the  holder  in  fact  thereof 
and  accordingly  shall  not  be  bound  to  recognize  any  equitable  or  other 
claim  to,  or  interest  in,  such  shares  on  the  part  of  any  other  person 
whether  or  not  it  shall  have  express  or  other  notice  thereof  save  as 
expressly  provided  by  the  laws  of  the  state  of  Delaware. 

Section  7.  If  a  certificate  of  stock  be  lost  or  destroyed,  another 
may  be  issued  in  its  stead  upon  sworn  proof  of  such  loss  or  destruction 
and  upon  the  giving  of  a  satisfactory  bond  of  indemnity  not  exceeding 
an  amount  double  the  value  of  the  stock. 

ARTICLE  VII 

Dividends 

Section  1.  Dividends  upon  any  class  or  series  of  the  capital  stock 
of  the  corporation  when  earned  may  be  declared  by  the  board  of  direc- 
tors at  any  regular  or  special  meeting  out  of  the  surplus  or  net  profits 
of  the  corporation,  subject,  however,  to  the  provisions  of  the  Certificate 
of  Incorporation  as  set  forth  in  Paragraph  Fourth  thereof. 

Section  2.  The  board  of  directors  shall  in  its  own  discretion  have  the 
right  to  set  apart  out  of  the  earnings  of  the  corporation  reserve  and 
surplus  funds  to  be  held  for  the  purposes  of  the  corporation  and  may 
invest  and  reinvest  the  same  in  the  same  way,  and  subject  to  the  same 
restrictions,  as  are  provided  for  the  investment  and  reinvestment  of  the 
capital  of  the  corporation.  When,  and  only  when,  the  board  of  direc- 
tors shall  decide  that  it  is  advisable  or  necessary  to  pay  dividends  out 
of  the  reserve  and  surplus  funds,  shall  such  funds  be  subject  to  the 
payment  of  dividends.  Unpaid  cumulative  dividends  may  be  declared 
out  of  the  reserve  fund  if  annual  net  earnings  are  insufficient  for  that 
purpose. 
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ARTICLE  VIII 

Seal 

The  seal  of  the  coqjoration  shall  be  in  the  form  of  a  circle,  shall 
bear  the  name  of  the  corporation,  the  year  of  its  incorporation,  and  the 
word  "seal." 

ARTICLE  IX 

Section  1.  Whenever  under  the  provisions  of  these  By-Laws  or  any 
of  the  laws  of  the  state  of  Delaware  the  stockholders  or  directors  are 
authorized  to  hold  any  meeting,  after  notice  or  after  the  lapse  of  any 
prescribed  period  of  time,  such  meeting  may  be  held  without  notice  and 
without  such  lapse  of  time  by  a  written  waiver  of  such  notice  signed  by 
every  person  entitled  to  notice. 

ARTICLE  X 

Amendments 

Section  1.  The  By-Laws  of  the  corporation  may  be  amended,  altered, 
repealed  or  added  to  at  any  regular  meeting  of  the  stockholders  or 
board  of  directors  or  at  any  special  meeting  called  for  that  purpose  by 
affirmative  vote  of  the  majority  of  the  stock  issued  and  outstanding  and 
entitled  to  vote  or  by  a  majority  of  the  whole  authorized  number  of 
directors  as  the  case  may  be.  The  By-Laws  so  amended,  altered,  re- 
pealed or  added  to  by  the  board  of  directors  may  be  altered,  amended 
or  repealed  at  any  time  by  the  stockholders. 


Appendix  C 
CONTRACTUAL  TRUSTS— SPECIMEN  INDENTURES 


INVESTMENT  MANAGEHS  COMPANY   (INVESTMENT  TRUST 

FUND  B) 

Extracts  from  indenture  prepared  by  Messrs.  Cotton  &  Franklin, 
New  York. 

THIS  INDENTURE,  dated  as  of  the  15th  day  of  April,  1927,  by 
and  between  INVESTMENT  MANAGERS  COMPANY,  a  joint-stock 
association  formed  under  the  General  Associations  Law  of  the  State 
of  New  York,  (hereinafter  called  the  Company),  party  of  the  first  part; 
THE  FARMERS'  LOAN  AND  TRUST  COMPANY,  a  corporation 
organized  and  existing  under  the  laws  of  the  State  of  New  York,  as 
Trustee,  (hereinafter  called  the  Trustee),  party  of  the  second  part; 
and  the  registered  holders  from  time  to  time  of  Investment  Trust  Cer- 
tificates, Series  B  (Accumulative),  issued  by  the  Company  as  herein 
provided  (hereinafter  sometimes  called  Certificate  Holders),  as  grantors 
of  express  revocable  trusts,  parties  of  the  third  part. 

WHEREAS,  the  Company  is  duly  empowered  and  authorized  by  law 
to  execute  and  deliver  this  Indenture  and  to  maintain,  manage  and  carry 
on  within  and  without  the  State  of  New  York  the  business  of  managing 
investment  funds,  and  to  issue  from  time  to  time  as  hereinafter  pro- 
vided, to  evidence  the  separate,  revocable  trusts  created  hereunder,  In- 
vestment Trust  Certificates,  Series  B  (Accumulative),  (hereinafter  called 
Certificates)  representing  shares  in  the  Investment  Trust  Fund  B  (here- 
inafter sometimes  called  the  Accumulative  Fund)  to  be  created  here- 
under; and 

WHEREAS,  the  Company  has  heretofore  issued  and  proposes  to  con- 
tinue to  issue  its  Investment  Trust  Certificates,  Series  A,  pursuant  to  an 
Indenture  dated  as  of  the  1st  day  of  January,  1925,  between  the  Com- 
pany and  Central  Union  Trust  Company  of  New  York,  Trustee,  and 
the  registered  holders  from  time  to  time  of  Investment  Trust  Certificates, 
Series  A;  and 

WHEREAS,  the  Company  proposes  to  supervise  and  to  manage,  in 
addition  to  the  Investment  Fund  created  by  said  Indenture  dated  as  of 
January  1,  1925,  as  a  new  fund,  to  be  known  as  Investment  Tnist  Fund 
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B,  to  be  created  hereunder,  all  sums,  representing  separate,  revocable 
trusts,  received  by  the  Tnistee  upon  the  issuance  of  Certificates;   and 

WHEREAS,  it  is  desired  by  the  parties  hereto  to  state  the  tenns 
and  conditions  upon  which  the  Company  shall  issue  Certificates  and 
manage  the  Accumulative  Fund  and  also  the  terms  and  conditions  upon 
which,  and  the  extent  to  which,  the  Trustee  shall  hold  and  deal  with 
the  Accumulative  Fund;  and 

WHEREAS,  the  Certificates,  the  certificates  of  authentication  en- 
dorsed thereon  to  be  executed  by  the  Trustee  for  the  authentication 
of  such  Certificates,  and  the  form  of  assignment  and  legend  to  be  en- 
dorsed on  the  back  of  Certificates  in  respect  of  the  assignment  of  Cer- 
tificates are  to  be  substantially  in  the  following  forms,  to  wit: 

(FORM  OF  CERTIFICATE) 

No $ Shares 

(Face  Value) 

INVESTMENT  MANAGERS  COMPANY 

(A   Joint-Stock  Association   organized  under   the   General   Associations 

Law  of  the  State  of  New  York.) 

Investment  Trust  Certificate 

Series  B 

(Accumulative) 

THIS  IS  TO  CERTIFY  that 
the  registered  holder  hereof,  has  paid 

Dollars  (  ),  the 

Face  Value  hereof,  into  Investment  Trust  Fund  B  (hereinafter  called 
the  Accumulative  Fund)  created  under  a  certain  Indenture,  hereinafter 
described,  and  is  therefore  entitled  to  (  )  shares 

in  the  Accumulative  Fund. 

This  Certificate  is  one  of  an  issue  of  Certificates,  designated  as, Scries 
B,  issued  under  an  Investment  Trust  Indenture  (hereinafter  called  the 
Indenture),  dated  as  of  April  15,  1927,  to  which  Investment  Managers 
Company,  The  Farmers'  Loan  and  Trust  Company,  as  Trustee,  and  the 
registered  holders  of  said  Certificates  are  parties. 

The  registered  holder  hereof  has  by  acceptance  hereof  become  a  party 
to  the  Indenture  and  is  bound  by  all  the  terms  and  provisions  hereof. 
A  copy  of  the  Indenture  is  on  file  at  the  principal  office  of  said  Tnistee 
in  the  Borough  of  Manhattan,  City  of  New  York,  and  there  open  to 
inspection  during  business  hours  by  the  registered  holder  hereof. 

The  registered  holder  hereof  may,  subject  to  the  terms  and  pro- 
visions of  the  Indenture,   at   any   time  upon   presentation   of   written 
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demand  and  surrender  hereof  at  the  principal  office  of  said  Trustee, 
cause  Investment  Managers  Company  to  redeem  this  Certificate,  and 
thereby  become  entitled  to  receive  the  distributive  share  (as  defined 
in  the  Indenture)  in  the  Accumulative  Fund  represented  hereby. 

Investment  Managers  Company,  subject  to  the  terms  and  provisions 
of  the  Indenture,  may  cause  this  Certificate  and  all  other  Certificates 
outstanding  under  the  Indenture  to  be  redeemed,  upon  30  days'  notice 
as  provided  in  the  Indenture,  by  payment  to  the  registered  holders 
of  said  Certificates  of  the  respective  distributive  shares  represented 
thereby,  and  may  cause,  in  particular  instances,  this  Certificate  and/or 
any  of  said  Certificates  to  be  redeemed  by  like  payment  without  redeem- 
ing all  of  said  Certificates  then  outstanding  under  the  Indenture. 

This  Certificate  is  not  transferable,  and  the  registered  holder  hereof 
shall  for  all  purposes  be  deemed  the  absolute  owner  hereof,  and  neither 
Investment  Managers  Company  nor  said  Trustee  shall  be  affected  by 
any  notice  to  the  contrary,  except  that  the  registered  holder  hereof 
may,  as  provided  in  the  Indenture,  by  the  due  execution  and  delivery 
of  an  instrument  of  assignment,  substantially  in  the  form  endorsed  on 
the  back  hereof,  accompanied  by  delivery  of  this  Certificate,  assign  the 
right  to  cause  this  Certificate  to  be  redeemed  and  to  receive  from  In- 
vestment Managers  Company  said  distributive  share.  The  assignee 
named  in  any  such  assignment  may  cause  this  Certificate  to  be  redeemed 
upon  like  terms  and  conditions  as  the  registered  holder  hereof  could 
have  caused  such  redemption  had  such  assignment  not  been  made, 
and  in  the  event  that  Investment  Managers  Company,  after  written 
notice  of  any  such  assignment,  shall  cause  the  redemption  hereof,  as 
provided  in  the  Indenture,  such  assignee  shall  be  entitled,  upon  the 
surrender  of  this  Certificate  accompanied  by  said  assignment,  to  receive 
said  distributive  share,  unless  Investment  Managers  Company  shall 
have  been  furnished  with  evidence  satisfactory  to  it  of  the  revocation 
of  such  assignment. 

No  past,  present  or  future  stockholder,  member,  officer  or  director 
of  the  Company  shall  be  personally  liable,  as  a  partner  or  otherwise, 
under  this  Certificate  or  under  the  Indenture,  and  the  registered  holder 
hereof  by  acceptance  hereof  thereby  waives  and  releases  all  individual 
and  personal  liability  of  every  past,  present  or  future  stockholder, 
member,  officer  and/or  director  of  the  Company,  and  agrees  that  any 
and  all  rights  hereunder  and/or  under  the  Indenture  shall  be  enforceable 
only  against  the  assets  of  the  Company. 

This  Certificate  is  not  valid  unless  authenticated  by  said  The  Farm- 
ers' Loan  and  Trust  Company,  as  Trustee. 

IN  WITNESS  WHEREOF,  INVESTMENT  MANAGERS  COM- 
PANY has  caused  this  Certificate  to  be  signed  by  its  President,  or  one 
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of  its  Vice-Presidents,  and  its  seal  to  be  hereto  affixed,  attested  by  the 
signature  of  its  Secretary,  or  one  of  its  Assistant  Secretaries,  this 


INVESTMENT  MANAGERS  COMPANY 
By 

Vice-President. 

Attest: 


Secretary. 

(FORM  OF  CERTIFICATE  OF  AUTHENTICATION) 

This  Certificate  is  one  of  the  Certificates  described  in  the  within  men- 
tioned Indenture. 

THE  FARMERS'  LOAN  AND  TRUST  COMPANY, 

as  Trustee, 

By 

Vice-President 

(FORM  OF  ASSIGNMENT  AND  LEGEND  TO  BE  ENDORSED 
ON  THE  BACK  OF  CERTIFICATES) 

To  assign  the  right  to  cause  this  Certificate  to  be  redeemed  and  to 
receive  the  distributive  share  in  Investment  Trust  Fund  B  (as  defined 
in  the  within  mentioned  Indenture),  A  SEPARATE  INSTRUMENT 
OF  ASSIGNMENT  in  substantially  the  following  form  should  be  pre- 
pared, executed  and  attached  to  this  Certificate  and  delivered  together 
with  this  Certificate  to  the  assignee  named  in  such  assignment.  The 
signature  to  such  assignment  shall  either  be  acknowledged  in  such  man- 
ner as  would  entitle  a  deed  of  real  estate  situated  in  the  State  of  New 
York  to  be  recorded  in  said  State,  or  such  signature  shall  be  guaranteed 
by  a  bank  or  trust  company  having  an  office  in  the  Borough  of  Man- 
hattan, City  of  New  York,  or  having  a  correspondent  in  said  Borough, 
or  by  a  New  York  Stock  Exchange  firm. 

THIS  CERTIFICATE  MUST  NOT  BE  ENDORSED 

For  value  received,  the  undersigned,  the  registered  holder  of  the 
accompanying  Investment  Trust  Certificate,  Series  B  (Accumulative), 
No.  ,  issued  by  Investment  Managers  Company  pursuant  to 

the  Indenture  described  in  said  Certificate,  hereby  assigns  to 

the  right  to  cause  said  Certificate  to  be  redeemed  and  to 
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receive  the  distributive  share  in  Investment  Trust  Fund  B  (as  defined 
in  said  Indenture)  represented  by  said  Certificate. 


(Registered  holder  of  the  above 
mentioned  Investment  Trust  Cer- 
tificate, Series  B.) 


COUNTY  OF  \cc5  . 

STATE  OF  J 

On  this  day  of  ,  19     ,  before  me  per- 

sonally appeared  ,  to  me  known  and  known 

to  me  to  be  the  individual  described  in  and  who  executed  the  foregoing 
instrument,  and  he  duly  acknowledged  to  me  that  he  executed  the  same. 


NOW,  THEREFORE,  THIS  INDENTURE  WITNESSETH  that 
the  Certificate  Holders  and  the  Company,  in  consideration  of  the  mutual 
agreements  herein  contained  and  of  the  mutual  advantages  to  be  ob- 
tained hereunder,  each  for  himself  and  itself,  and  not  for  the  others  or 
any  of  them,  covenant  and  agree  respectively,  the  Certificate  Holders 
with  the  Company  and  with  each  other  and  the  Company  with  the 
Certificate  Holders,  and  both  the  Company  and  the  Certificate  Holders 
with  the  Trustee  (the  Trustee  covenanting  and  agreeing  with  the  Com- 
pany and  the  Certificate  Holders  only  to  the  limited  extent  hereinafter 
specifically  provided),  as  follows: 

ARTICLE  I 

Definitions 

Wherever  used  in  this  Indenture,  unless  the  context  otherwise  re- 
quires or  specifically  provides: 

1.  The  term  "Accumulative  Fund"  shall  mean  the  cash  and  Se- 
curities (as  hereinafter  defined)  from  time  to  time  held  by  the 
Trustee  hereunder. 

2.  The  term  "Face  Value"  as  applied  to  any  Certificate  shall 
mean  the  number  of  dollars  expressed  on  the  face  thereof  in  ex- 
change for  which  such  Certificate  shall  have  been  issued. 

3.  The  term  "Auditor"  shall  mean  a  firm  of  certified  or  chartered 
accountants  of  recognized  standing,  with  an  office  in  the  Borough 
of  Manhattan,  City  of  New  York,  appointed  by  the  Board  of 
Directors  of  the  Company  and  approved  by  the  Trustee. 

4.  The  terms  "Order  of  the  Company"  and  "Order,"  respec- 
tively, shall  mean  a  request  or  direction  in  writing  signed  by  the 
President  or  a  Vice-President  and  countersigned  by  the  Secretary, 
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Treasurer,  an  Assistant  Secretary  or  an  Assistant  Treasurer  of  the 
Company,  whether  or  not  authorized  by  resolution  of  the  Board 
of  Directors  of  the  Company. 

5.  The  term  "Securities"  shall  mean  bonds,  debentures,  notes, 
stocks,  shares,  evidences  of  indebtedness  and  other  securities,  and 
shall  include  the  singular  as  well  as  the  plural. 

6.  The  term  "Fiscal  Year"  shall  mean  the  period  of  twelve 
months  from  October  to  September  both  inclusive. 

ARTICLE  II. 

Issue  and  Authentication  of  Certificates,  Etc. 

Section  1.  Execution  and  Date  of  Certificates,  etc.  Each  Certificate 
shall  be  dated  as  of  the  date  when  such  Certificate  shall  be  issued, 
and  shall  be  signed  by  the  President  or  a  Vice-President  of  the  Com- 
pany and  the  seal  of  the  Company  shall  be  thereto  affixed  and  attested 
by  the  signature  of  its  Secretary  or  an  Assistant  Secretary.  Certifi- 
cates shall  be  of  the  Face  Value  of  $100  and/or  of  such  multiples  of 
$100  as  the  Board  of  Directors  of  the  Company  may  from  time  to  time 
determine,  and  shall  be  numbered  consecutively  from  one  upwards. 
The  number  of  shares  in  the  Accumulative  Fund  which  each  Certificate 
shall  represent  shall  be  inserted  therein  by  the  Company  as  of  the 
date  of  the  issue  thereof  and  prior  to  the  authentication  thereof  by 
the  Trustee.  The  number  and  the  aggregate  Face  Value  of  Certificates, 
and  the  aggregate  number  of  shares  represented  thereby,  which  may 
be  issued  by  the  Company  and  authenticated  by  the  Trustee  hereunder 
shall  not  be  limited.  The  Certificates  issued  hereunder  shall  be  desig- 
nated as  Series  B  in  order  to  differentiate  the  Certificates  issued  here- 
under from  the  Certificates  of  Scries  A  issued  under  the  Indenture  dated 
as  of  January  1,  1925,  and  from  any  other  certificates  which  may 
hereafter  at  any  time  be  issued  by  the  Company  under  any  other  inden- 
ture. 

Section  2.  Issue  of  Certificates.  The  Trustee  shall  authenticate  and 
deliver  Certificates  to  or  upon  the  written  order  of  the  Company,  but 
only  upon  payment  in  cash  to  the  Trustee,  for  account  of  the  Accumula- 
tive Fund,  of  the  Face  Value  of  the  Certificates  so  authenticated  and 
delivered.  Each  Certificate  Holder,  as  the  grantor  of  an  express  trust, 
agrees  and  consents  that  any  cash  so  paid  to  the  Trustee  may  be 
commingled  with  cash  paid  by  other  Certificate  Holders  and  with  other 
cash  held  by  the  Trustee  in  its  own  right  or  otherwise,  and  may  be 
invested  and  reinvested  from  time  to  time  by  and  under  the  supervision 
and  management  of  the  Company,  as  in  this  Indenture  provided,  as 
part  of  the  Accumulative  Fund  constituted  hereunder.    Any  Certificate 
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or  Certificates  authenticated  by  the  Trustee  before  the  investment  of 
any  proceeds  of  the  issue  of  any  Certificate  or  Certificates  shall  re- 
spectively represent  ten  shares  in  the  Accumulative  Fund  for  each  $100 
Face  Value  of  such  Certificate  or  Certificates,  and  any  Certificate  there- 
after authenticated  by  the  Trustee  shall  represent  the  number  of  shares 
which  shall  be  the  greatest  full  number  contained  within  the  quotient 
obtained  by  dividing  the  Face  Value  of  such  Certificate  by  the  actual 
value,  determined  as  hereinafter  in  Article  V  provided  in  respect  to  the 
redemption  of  Certificates  in  cash,  of  one  share  in  the  Accumulative  Fund 
as  of  the  last  business  day  preceding  the  date  of  issue  of  such  Certifi- 
cate; but  the  Board  of  Directors  may  from  time  to  time  in  its  discre- 
tion authorize  the  execution  and  authentication  of  Certificates 
representing  fractional  shares,  expressed  in  decimals. 

*    *    *    ♦    ♦ 

Sbction  3.  Authentication  of  Certificates.  All  Certificates,  when 
executed  by  the  Company,  shall  be  delivered  to  the  Trustee  to  be 
authenticated  by  it,  and  the  Trustee  shall  authenticate  and  deliver 
the  same  only  as  provided  in  this  Indenture.  Only  such  Certificates 
as  shall  bear  thereon  the  certificate  of  authentication  of  the  Trustee 
duly  signed  shall  be  deemed  to  be  issued  pursuant  to  this  Indenture, 
or  to  entitle  the  holder  thereof  to  any  rights  or  benefits  hereunder,  and 
such  certificate  of  authentication  of  the  Trustee  upon  any  such  Cer- 
tificate executed  on  behalf  of  the  Company  shall  be  conclusive  evi- 
dence that  the  Certificate  so  authenticated  has  been  duly  issued  here- 
under and  is  entitled  to  the  benefits  hereof. 

Section  4.  Registration  and  Assignment  of  Certificates.  AH  Certifi- 
cates issued  hereunder  shall  be  fully  registered.  The  Trustee  will 
keep  books  for  the  registration  of  the  Certificates  in  which  it  will  reg- 
ister, subject  to  such  reasonable  regulations  as  it  may  prescribe  (but 
without  expense  to  the  Certificate  Holders)  all  Certificates  issued  here- 
under. Such  books  of  registration  shall  contain  the  addresses  of  the 
respective  registered  holders  of  such  Certificates,  to  be  furnished  to  the 
Trustee  by  such  registered  holders  upon  the  issue  of  such  Certificates, 
to  which  notices  may  be  mailed.  The  registered  holders  of  Certificates 
shall  for  all  purposes  be  deemed  the  absolute  owners  of  such  Certificates 
respectively,  and  neither  the  Company  nor  the  Trustee  shall  be  affected 
by  any  notice  to  the  contrary,  except  in  the  event  of  an  assignment  of 
such  Certificate  as  hereinafter  in  this  Section  4  provided. 

Certificates  shall  not  be  transferable,  but  the  right  of  the  registered 
holder  of  any  Certificate  to  cause  such  Certificate  to  be  redeemed  and 
to  receive  from  the  Company  the  distributive  share  in  the  Accumula- 
tive Fund  (as  defined  in  Section  1  of  Article  V  hereof)  represented 
by  such  Certificate  may  be  assigned  by  the  registered  holder  of  such 
Certificate  by  the  due  execution  and  delivery  of  an  assignment,  sub- 
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stantially  in  the  form  hereinbefore  recited,  accompanied  by  delivery 
of  such  Certificate.  The  signature  of  any  Certificate  Holder  upon 
such  assignment  shall  either  be  acknowledged  in  such  manner  as  would 
entitle  a  deed  of  real  estate  situated  in  the  State  of  New  York  to  be 
recorded  in  said  State,  or  such  signature  shall  be  guaranteed  by  a  bank 
or  trust  company  having  an  office  in  the  Borough  of  Manhattan,  City 
of  New  York,  or  having  a  correspondent  in  said  Borough,  or  by  a 
New  York  Stock  Exchange  firm.  The  assignee  named  in  any  such 
assignment  may  cause  such  Certificate  to  be  redeemed  upon  like  terms 
and  conditions  as  the  registered  holder  could  have  caused  such  redemp- 
tion had  such  assignment  not  been  made,  as  provided  in  Section  2  of 
Article  V  hereof.  In  the  event  that  the  Company,  after  written  notice 
of  such  assignment,  shall  cause  the  redemption  of  the  Certificate  so 
assigned  or  of  all  outstanding  Certificates,  pursuant  to  Section  1  of 
Article  V  hereof,  such  assignee  shall  be  entitled  upon  the  surrender  of 
such  Certificate  accompanied  by  such  assignment  at  the  principal  office 
of  the  Trustee,  to  receive  the  distributive  share  in  the  Accumulative 
Fund  represented  thereby,  unless  the  Company  shall  have  been  fur- 
nished with  evidence  satisfactory  to  it  of  the  revocation  of  such  assign- 
ment. 

««**«■ 

ARTICLE  III. 

Management  of  the  Accumulative  Fund. 

Section"  1.  Investment  of  the  Accumulative  Fund.  The  Company 
shall  have  absolute  control  and  management  of  the  Accumulative  Fund, 
except  as  in  this  Indenture  otherwise  specifically  provided,  and  the  Com- 
pany shall  cause  the  Accumulative  Fund  to  be  invested  and  reinvested 
from  time  to  time  as  the  Company  may  in  its  absolute  discretion  deem 
to  be  for  the  best  interests  of  the  Accumulative  Fund,  subject  only  to 
the  following  restrictions: 

(a)  The  Accumulative  Fund  to  such  extent  as  it  may  be  invested 
in  common  stocks  of  domestic  or  foreign  corporations  from  time  to  time 
shall  not  be  invested  at  any  one  time  in  the  common  stocks  of  more 
than  thirty  (30)  corporations. 

(b)  The  Accumulative  Fund  shall  not  be  invested  in  the  Securities 
of  any  corporation: 

(1)  Unless  at  the  time  of  such  investment  the  Securities  in  which 
such  investment  is  about  to  be  made  shall  have  been  quoted  in  The 
Commercial  &  Financial  Chronicle  (or  other  publication  approved 
by  the  Board  of  Directors  of  the  Company  and  by  the  Trustee) 
during  each  of  the  twelve  months  preceding  the  date  of  such  in- 
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vestment.  (For  this  purpose  in  the  case  of  a  reorganized  corpora- 
tion there  may  be  included  the  Securities  of  the  predecessor  of 
such  reorganized  corporation.) 

(2)  If  through  such  investment  an  amount  in  excess  of  20%  of 
the  aggregate  actual  value  (as  hereinafter  in  Article  V  determined) 
of  the  shares  represented  by  outstanding  Certificates  would  be  or 
become  invested  in  Securities  of  any  corporation  or  corporations 
whose  operations  faU  primarily  within  any  single  industry.  (The 
determination  of  the  Company  as  to  the  classification  of  Securities 
by  industries  shall,  however,  be  conclusive.) 

(3)  If  through  such  investment  or  otherwise  the  Company  shall 
control  more  than  10%  of  the  outstanding  voting  stock  of  such 
corporation. 

(4)  If  the  total  capital  stock  of  all  classes  issued  by  such  corpo- 
ration and  outstanding,  valued  on  the  basis  of  the  last  reported  sales, 
respectively,  for  each  class  of  such  stock,  shall  be  less  than  $20,- 
000,000,  except  that  with  respect  to  banking  corporations  or  trust 
companies  which  are  members  of  the  Federal  Reserve  System  this 
restriction  shall  not  apply  and  the  Accumulative  Fund  may  be 
invested  in  the  stocks  of  such  corporations  reporting  capital,  surplus 
and  undivided  profits  in  excess  of  $10,000,000. 

(5)  If  through  such  investment  the  market  value  of  the  Securi- 
ties of  such  corporation  held  in  the  Accumulative  Fund  would 
exceed  5%  of  the  aggregate  actual  value  (as  hereinafter  in  Article 
V  determined)  of  the  shares  represented  by  outstanding  Certificates. 

(c)  The  Accumulative  Fund  may  be  invested  from  time  to  time, 
to  such  extent  as  the  Company  may  in  its  absolute  discretion  deem 
advisable,  in  call  and/or  time  loans  upon  collateral  security  consisting 
of  stocks  and/or  bonds.  If  the  collateral  security  for  any  such  loan  shall 
consist  entirely  of  bonds,  such  bonds  shall  have  a  market  value  at 
the  time  of  making  such  loan  of  not  less  than  10%  in  excess  of  the 
amount  of  such  loan;  if  the  collateral  security  for  any  such  loan  shall 
consist  entirely  of  stocks,  such  stocks  shall  have  a  market  value  at  the 
time  of  making  such  loan  of  not  less  than  20%  in  excess  of  the  amount 
of  such  loan;  and  if  the  collateral  security  for  any  such  loan  shall  con- 
sist of  both  stocks  and  bonds,  5/6ths  of  the  market  value  of  such  stocks 
at  the  time  of  making  such  loan  and  10/1  Iths  of  the  market  value  of 
such  bonds  at  the  time  of  making  such  loan  shall  together  be  not  less 
than  the  total  amount  of  such  loan.  As  used  in  this  paragraph,  the 
term  "bonds"  shall  be  deemed  to  mean  any  bond,  debenture,  note  or 
other  evidence  of  indebtedness,  secured  or  unsecured,  issued  by  any 
public  or  private  corporation  or  by  any  governmental  subdivision. 

Section  2.  Charges  Against  the  Accumulative  Fund.  The  Company 
may  charge  against  the  Accumulative  Fund,  and  the  Trustee  shall  upon 
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the  Order  of  the  Company,  pay  to  or  as  directed  by  the  Company,  out 
of  any  cash  then  or  thereafter  in  the  Accumulative  Fund,  (1)  any 
expenses,  taxes  or  other  charges  in  respect  of  the  Accumulative  Fund 
not  specifically  required  by  this  Indenture  to  be  paid  by  the  Company 
or  otherwise  provided  for  hereunder,  (2)  any  cash  required  to  be  paid 
to  effect  the  payment  of  the  distributive  share  in  respect  of  any  Cer- 
tificate. The  Company,  however,  shall  not  charge  against  the  Accumu- 
lative Fund  any  expenses  incurred  with  respect  of  the  charges  and 
expenses  of  the  Trustee,  the  Auditor,  the  oflScers  and  agent  of  the  Com- 
pany, or  any  expenses  incurred  in  the  preparation,  issuance  and  sale 
of  Certificates,  in  the  publication  of  notices  of  redemption  or  of  notices 
of  proposed  amendments  to  this  Indenture,  or  any  expenses  incurred 
in  the  preparation  of  any  supplemental  indenture;  all  of  which  the 
Company  covenants  and  agrees  to  pay,  provided  that  nothing  herein 
shall  be  construed  to  prevent  the  Company  from  contesting  in  good 
faith  the  validity  or  amount  of  any  claim  or  demand  which  may  be 
made  in  respect  of  any  such  charges  or  expenses.  Nothing  herein  con- 
tained shall,  however,  impair  the  lien  of  the  Trustee  on  the  Accumula- 
tive Fund  for  its  compensation  and  expenses  in  accordance  with  the 
provisions  of  Article  VII  hereof  in  the  event  of  the  failure  of  the 
Company  to  cause  any  such  compensation  or  expenses  to  be  paid. 

Section  3.  Compamfs  Compenmtion.  Upon  the  day  following  the 
last  day  of  each  quarter  of  the  Fiscal  Year,  the  Company  may  charge 
against  the  Accumulative  Fund,  and  the  Trustee  shall  upon  the  Order 
of  the  Company  pay  to  the  Company  out  of  any  cash  then  or  there- 
after in  the  Accumulative  Fund,  a  sum  equivalent  to  1/8  of  1%  of  the 
aggregate  actual  value  (as  hereinafter  in  Article  V  determined)  as  of 
the  last  day  of  such  quarter,  of  all  shares  represented  by  outstanding 
Certificates  on  said  last  day  of  such  quarter. 

Section  4.  Securities  in  Accumulative  Fund  and  Income  Thereof. 
Legal  title  to  all  cash  and  Securities  in  the  Accumulative  Fund  shall 
be  held  by  the  Trustee.  Such  Securities  may  be  in  negotiable  form,  or 
registered  either  in  the  name  of  the  Trustee  individually  (without  any 
designation  of  the  fiduciary  capacity  of  the  Trustee)  or  in  the  name 
of  a  nominee  or  nominees  of  the  Trustee,  who  may,  but  need  not,  be 
an  officer  or  officers,  employee  or  employees  of  the  Trustee  or  of  the 
Company. 

All  income  of  the  Accumulative  Fund  shall  be  collected  by  the  Trustee 
and  paid  into  the  Accumulative  Fund. 

Section  5.  Company's  Powers.  Upon  the  receipt  by  the  Trustee  of  an 
Order  of  the  Company,  specifying  the  cash  and/or  Securities  required 
to  be  paid  or  delivered  out  of  the  Accumulative  Fund,  the  Trustee,  sub- 
ject to  the  provisions  of  Section  3  of  Article  IV  hereof,  shall  pay  such 
cash  and/or  deliver  such  Securities  to  the  party  or  parties  designated 
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in  such  Order  according  to  the  terms  and  provisions  thereof,  and  the 
Trustee  shall  be  fully  protected  in  such  action,  it  being  agreed  that 
it  is  no  part  of  the  duty  of  the  Trustee  to  pass  upon  the  necessity  or 
propriety  of  any  such  Order  or  to  see  to  the  use  or  application  of  any 
Securities  delivered  and/or  cash  paid  by  it  in  compliance  with  any 
such  Order,  as  to  all  of  which  matters  the  Certificate  Holders  rely 
solely  on  the  good  faith  of  the  Company  and  the  covenants  and  agree- 
ments herein  contained.  Without  limitation  of  the  general  powers  herein 
granted,  the  Company  is  specifically  authorized  and  empowered  to  cause 
to  be  sold  or  to  be  exercised,  as  in  its  absolute  discretion  it  may  de- 
termine to  be  for  the  best  interests  of  the  Certificate  Holders,  any 
rights  of  purchase  or  subscription  which  may  from  time  to  time  ac- 
crue in  respect  of  Securities  constituting  part  of  the  Accumulative 
Fund;  to  approve  or  adopt  or  join  with  others  in  the  approval  or 
adoption  of  any  Plan  and/or  Agreement  which  the  Company  may 
deem  to  be  necessary  or  advisable  to  maintain  or  preserve  the  value 
of  any  Securities  constituting  part  of  the  Accumulative  Fund,  to  pay 
any  expenses  and/or  assessments  which  may  be  incident  to  such  Plan 
and/or  Agreement  and  to  charge  the  amount  thereof  against  the  Ac- 
cumulative Fund,  and  in  general  to  take  any  action  which  it  may  deem 
advantageous  or  necessary  in  respect  of  the  protection  or  the  advance- 
ment of  the  interests  of  the  Certificate  Holders.  Any  amount  charged 
by  the  Company  against  the  Accumulative  Fund  as  provided  herein 
shall  be  paid  by  the  Trustee  upon  the  Order  of  the  Company.  The 
Trustee  shall  upon  the  Order  of  the  Company  execute  and  deliver  such 
instruments  and  do  such  further  acts  as  may  be  necessary  or  proper 
to  exercise  any  such  right  of  purchase  or  subscription,  provided  that 
the  Trustee  shall  be  furnished  with  funds  necessary  to  complete  any 
such  purchase  or  subscription.  The  Trustee  shall  incur  no  liability 
to  the  Company  and  the  Trustee  and  the  Company  shall  incur  no 
liability  to  any  Certificate  Holder  for  any  action  which  the  Trustee 
or  the  Company,  as  the  case  may  be,  may  in  good  faith  take  under 
this  Section. 

ARTICLE  IV 

Covenants  of  the  Company. 

Section  1.  To  Manage  the  Accumulative  Fund.  The  Company  cove- 
nants that  it  will  at  all  times  manage  the  Accumulative  Fund  as  herein 
provided;  that  it  will  observe  the  restrictions  and  conditions  set  forth 
in  Article  III  hereof  and  elsewhere  in  this  Indenture  as  to  the  invest- 
ment thereof,  and  that  it  will  make  its  sole  and  exclusive  business  the 
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management  of  investment  funds  whether  established  pursuant  to  this 
Indenture  or  otherwise. 

Section  2.  To  Preserve  Franchises  and  Pay  Taxes.  The  Company 
covenants  that  it  will  promptly  pay  and  discharge  all  taxes,  assess- 
ments and  governmental  charges  lawfully  levied  or  imposed  upon  it, 
its  property  or  any  part  thereof,  or  upon  its  income  or  profits  or  any 
part  thereof,  but  the  Company  shall  not  be  liable  for  any  taxes,  assess- 
ments or  governmental  charges  levied  or  imposed  upon  the  Accumula- 
tive Fund  or  any  part  thereof,  or  upon  the  income  or  profits  thereof, 
or  upon  any  interest  of  the  Trustee  or  of  any  Certificate  Holder  therein 
or  hereunder;  the  amount  of  all  of  which  (other  than  income  taxes 
payable  by  the  Certificate  Holders)  shall  be  charged  against  the  Accu- 
mulative Fund  and  shall  be  paid  by  the  Trustee  upon  Order  of  the 
Company  out  of  any  cash  then  or  thereafter  constituting  part  of  the 
Accumulative  Fund. 

Section  3.  As  to  Deliveries  to  and  out  of  Accumulative  Fund.  Ex- 
cept as  in  this  Indenture  otherwise  provided,  the  Company  covenants 
that  it  will  not  make  any  Order  for  any  pa>Tnent  of  cash  and/or  de- 
livery of  Securities  out  of  the  Accumulative  Fund,  as  the  case  may  be, 
except  (a)  upon  the  redemption  of  Certificates,  as  hereinafter  pro- 
vided in  Article  V  hereof,  (b)  upon  contemporaneous  delivery  to  the 
Trustee  for  account  of  the  Accumulative  Fund  of  Securities,  in  negotia- 
ble form  or  to  the  order  of  the  Trustee,  for  the  purchase  of  which  such 
cash,  shall  be  withdrawn,  or  (c)  upon  contemporaneous  deposit  for  the 
account  of  the  Accumulative  Fund  of  the  net  proceeds  of  the  sale 
of  Securities  so  withdrawn,  but  the  Trustee  shall  comply  with  any  Order 
of  the  Company  and  shall  be  under  no  obligation,  duty  or  liability  to 
ascertain  whether  or  not  such  Order  shall  have  been  made  in  com- 
pliance with  the  provisions  hereof,  the  Trustee  being  hereby  specifically 
authorized  conclusively  to  assume  that  any  such  Order  is  made  only  in 
compliance  with  the  provisions  hereof.  The  Trustee  shall  be  fully 
protected  in  any  action  taken  in  compliance  with  any  such  Order. 

Section  4.  To  Keep  Books  of  Account.  The  Company  covenants  that 
it  will  keep  books  of  account,  in  such  form  as  may  be  approved  by 
the  Auditor,  in  which  shall  be  separately  recorded  all  transactions 
relating  to  the  Accumulative  Fund. 

Section  5.  To  Have  Audits  Made.  The  Company  covenants  that  it 
will  cause  the  books  of  account  relating  to  the  Accumulative  Fund  to 
be  audited  by  the  Auditor  as  of  September  30  of  each  Fiscal  Year,  and 
at  such  other  times  as  the  Board  of  Directors  of  the  Company  may 
determine,  and  a  certified  copy  of  each  such  audit  to  be  filed  with 
the  Trustee,  to  be  open  for  inspection  by  Certificate  Holders  during 
regular  business  hours.  Such  audit  so  filed  shall  be  conclusive  and  bind- 
ing upon  the  Company  unless  within  the  period  of  thirty  days  from 
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the  filing  thereof  the  Company  shall  have  filed  with  the  Trustee  writ- 
ten objection  thereto  and  such  audit  shall  similarly  be  conclusive  and 
binding  upon  each  Certificate  Holder  who  shall  not  within  said  period 
have  filed  with  the  Trustee  written  objection  thereto.  Such  audits 
shall  show  the  actual  value  of  the  shares  represented  by  outstanding 
Certificates,  ascertained  as  hereinafter  in  Article  V  provided,  and  shall 
show  such  other  matters  as  the  Company  or  the  Trustee  may  require. 

Section  6.  To  Make  Annual  Reports.  The  Company  covenants  that 
it  will  prepare  and  mail  to  Certificate  Holders,  on  or  before  December  1 
in  each  year,  a  copy  of  the  audit  of  the  Accumulative  Fund  as  of  the 
preceding  September  30,  together  with  a  report  showing  the  Securities 
in  which  the  Accumulative  Fund  may  be  invested  and  the.  respective 
amounts  thereof,  upon  such  date,  and  together  with  a  statement  of  the 
actual  value  upon  such  date  of  the  shares  represented  by  outstanding 
Certificates,  ascertained  as  hereinafter  in  Article  V  provided.  Such 
report  and  statement  shall  be  approved  by  the  Auditor,  A  certified 
copy  of  each  such  report  and  statement  shall  be  filed  by  the  Company 
with  the  Trustee. 

Section  7.  Payment  of  Income  Taxes.  All  taxes  which  may  be  re- 
quired to  be  paid  in  respect  of  the  dividends,  interest,  profits  and  other 
income  derived  from  the  Accumulative  Fund,  other  than  any  income 
taxes  which  may  be  required  to  be  withheld  at  the  source,  shall  so  far 
as  is  permitted  by  law  be  payable  by  the  Certificate  Holders.  To  this 
end  the  Company  shall  mail,  on  or  before  December  1  in  each  year,  to 
the  registered  holders  of  Certificates  as  of  September  30  of  the  preceding 
Fiscal  Year,  a  statement  showing  the  total  income  derived  from  (or  net 
loss  sustained  by)  the  Accumulative  Fund  during  such  Fiscal  Year  and 
the  amount  thereof  attributable  to  the  shares  in  the  Accumulative  Fund 
represented  by  their  Certificates,  taking  into  consideration  the  time  such 
shares  have  been  in  the  Accumulative  Fund.  Such  statement  shall  in 
addition  show  the  sources  of  such  income  and  the  sources  of  the  amount 
of  such  income  attributable  to  such  shares,  with  sufficient  detail  to 
permit  Certificate  Holders  to  determine  what  portion  of  their  respective 
proportionate  parts  in  such  income,  if  any,  may  be  subject  to  taxation, 
under  the  income  tax  statutes  of  the  United  States  of  America  then  in 
force.  Certificate  Holders  by  the  acceptance  of  their  Certificates  ex- 
pressly and  severally  agree  with  the  Company  that  any  income  attribu- 
table to  the  shares  represented  by  their  Certificates  shall  be  incorporated 
in  their  respective  income  tax  returns  so  far  as  required  by  law  in  the 
amounts  reported  by  the  Company  to  such  Certificate  Holders  indi- 
vidually. Certificate  Holders  by  the  acceptance  of  their  Certificates 
further  agree  with  the  Company  that  any  taxes  which  either  the  Com- 
pany or  the  Trustee  may  be  required  to  pay  with  respect  to  income 
attributable  to  any  shares  in  the  Accumulative  Fund,  whether  or  not 
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such  taxes  are  upon  income  attributable  to  the  shares  represented  by 
their  respective  Certificates,  may  be  paid  out  of  the  Accumulative  Fund. 
Promptly  upon  demand  each  Certificate  Holder  agrees  to  pay  or  re- 
imburse to  the  Accumulative  Fund  the  amount  of  any  taxes  so  payable 
by  the  Trustee  or  by  the  Company  upon  income  attributable  to  the 
shares  represented  by  the  Certificate  or  Certificates  of  such  Certificate 
Holder,  with  interest  on  the  amount  of  any  such  reimbursement  at  the 
rate  of  six  per  centum  per  annum  from  the  date  of  payment  of  such 
taxes  to  the  date  of  such  reimbursement. 

Section  8.  As  to  Dealings  in  Respect  of  the  Accumulative  Fund.  The 
Company  covenants  that  it  will  not  deal  with  itself,  its  officers,  stock- 
holders or  directors  or  firms  of  which  they  are  members  as  principals 
in  making  purchases  or  sales  of  Securities  for  account  of  the  Accumu- 
lative Fund.  Nothing  in  this  Indenture,  however,  shall  be  construed  to 
impair  the  right  of  the  Company,  its  members,  officers  and  directors, 
to  own  and  hold  Certificates,  as  provided  in  Section  6  of  Article  II 
hereof.  Any  director,  member,  or  officer  of  the  Company  may  act  as 
broker  and  may  accept  the  customary  brokerage  commissions  in  the 
purchase  and/or  sale  of  Securities  for  account  of  the  Accumulative  Fund, 
either  directly  or  indirectly,  whether  as  a  member  of  any  partnership, 
association  or  corporation  or  otherwise,  and  the  Company  and/or  any 
officer  and/or  director  and/or  member  of  the  Company  may  buy,  hold, 
sell  and/or  otherwise  deal  in,  upon  their  respective  individual  accounts, 
any  Securities  notwithstanding  that  the  Accumulative  Fund  may  be 
invested  in  part  in  like  Securities.  Any  officer  and/or  director  and/or 
member  of  the  Company  may  be  an  officer  and/or  director  of  any 
corporation,  any  Securities  of  which  may  constitute  part  of  the  Accu- 
mulative Fund,  and  the  right  of  the  Company  to  invest  any  part  of 
the  Accumulative  Fund  in  the  Securities  of  any  such  corporation  shall 
not  be  affected  thereby. 

Section  9.  To  Maintain  Accumulative  Fund  Free  of  Certain  Liens. 
The  Company  covenants  that  it  will  not  mortgage,  pledge  or  otherwise 
encumber  the  Accumulative  Fund,  or  any  part  thereof,  and  that  it  will 
not  suffer  any  lien,  charge  or  other  encumbrance  to  be  created  against 
the  Accumulative  Fund  or  any  part  thereof,  except  as  herein  specifically 
permitted. 

ARTICLE  V 

Redemption  of  Certificates 

Section  1.  Redemption  at  Company's  Option.  The  Company  may  at 
any  time  cause  to  be  redeemed  all  the  Certificates  then  outstanding 
hereunder  (but  not  less  than  all  except  as  hereinafter  in  this  Section  1 
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provided)  by  payment  to  the  registered  holders  thereof  of  their  respec- 
tive distributive  shares  in  the  Accumulative  Fund  as  hereinafter  in  this 
Section  1  provided,  upon  publication  of  a  notice  of  election  to  cause 
such  redemption  in  two  newspapers  of  general  circulation  published  in 
the  Borough  of  Manhattan,  City  and  State  of  New  York,  not  less  than 
twice  a  week  for  two  consecutive  calendar  weeks  prior  to  the  redemption 
date  to  be  specified  in  such  notice,  and  upon  mailing  a  copy  of  such  notice 
to  the  registered  holders  of  Certificates  at  their  respective  addresses  as 
they  appear  on  the  books  of  registration.  The  first  publication  of  such 
notice  shall  be  not  less  than  thirty  (30)  nor  more  than  forty  (40)  days 
prior  to  the  date  of  redemption  to  be  specified  therein.  Such  notice 
shall  state  whether  such  redemption  shall  be  in  cash  or  in  kind,  as  in 
this  Section  1  provided. 

On  and  after  the  date  of  redemption  specified  in  such  notice  the  Com- 
pany will  pay  or  cause  to  be  paid  to  the  registered  holders  of  Certificates 
(or  to  their  assignees  as  provided  in  Section  4  of  Article  II  hereof)  upon 
surrender  of  such  Certificates  at  the  principal  office  of  the  Trustee,  their 
respective  distributive  shares  in  the  Accumulative  Fund  (as  of  such 
redemption  date)  represented  by  such  Certificates  so  surrendered. 

Such  distributive  shares  shall  be  payable  at  the  option  of  the  Com- 
pany, as  expressed  in  such  notice  of  redemption  either  (a)  in  kind  or 
(b)  in  cash: 

(a)  In  case  such  payment  shall  be  made  in  kind,  the  distributive 
share  to  which  the  registered  holder  of  each  Certificate  shall  be 
entitled  shall  be  that  portion  of  all  of  the  Securities  in  the  Accu- 
mulative Fund  and  all  the  cash  in  the  Accumulative  Fund  (less 
accrued  charges  for  the  Company's  compensation,  as  provided  in 
Section  3  of  Article  III,  and  such  reserves  for  accrued  liabilities 
chargeable  against  the  Accumulative  Fund  in  accordance  with  the 
provisions  of  this  Indenture,  as  the  Board  of  Directors  of  the  Com- 
pany in  its  uncontrolled  discretion  may  determine)  which  the  num- 
ber of  shares  represented  by  such  Certificate  shall  bear  to  the  total 
number  of  shares  represented  by  all  the  Certificates  then  outstand- 
ing. The  Company  in  causing  any  redemption  in  kind  hereunder 
may  adjust  fractional  interests  in  the  Securities  to  which  any  Cer- 
tificate Holder  would  otherwise  be  entitled  to  the  extent  of  one 
whole  share,  bond,  note  or  other  item  more  or  less  than  the  strict 
mathematical  proportion  of  such  securities  to  which  such  Certificate 
Holder  would  otherwise  be  entitled,  and  may  adjust  any  further 
differences  in  cash,  and  any  such  adjustment  made  by  the  Company 
in  good  faith  shall  be  binding  upon  such  Certificate  Holder  and  upon 
all  other  Certificate  Holders. 

(b)  In  case  such  payment  shall  be  made  in  cash,  the  distributive 
share  in  the  Accumulative  Fund  to  which  the  registered  holder  of 
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each  Certificate  shall  be  entitled  shall  be  an  amount  of  cash  equal 
to   the   aggregate  actual   value   of   the   shares   represented   by   his 
Certificate  or  Certificates.    The  actual  value  of  each  share  shall  be 
the  sum  of  the  cash  in  the  Accumulative  Fund  and  the  market  value, 
determined   as   hereinafter  provided,   of   all   the   Securities   in   the 
Accumulative  Fund  (less  accrued  charges  for  the  Company's  com- 
pensation, as  provided  in  Section  3  of  Article  III,  and  such  reserves 
for  accrued   liabilities   chargeable   against   the  Accumulative  Fund 
as  the  Board  of  Directors  of  the  Company  in  its  uncontrolled  dis- 
cretion may  determine)   divided  by  the  total  number  of  shares  in 
the  Accumulative   Fund   represented   by   all   the   Certificates   then 
outstanding. 
The  market  value  of  each  Security  in  the  Accumulative  Fund  which 
shall  be  listed  upon  the  New  York  Stock  Exchange  shall  be  determined 
by  the  last  sale  price  of  such  Security  on  the  New  York  Stock  Exchange 
on  the  day  as  of  which  market  value  is  being  ascertained,  as  reported 
by  the  Stock  Ticker  Reporting  Service  or  other  similar  service  now  or 
hereafter  authorized  by  said  Exchange,  or  in  case  there  shall  be  no 
such  sale  on  such  date,  by  the  closing  bid  price  so  reported,  and  accrued 
interest  shall  in  each  case  be  added  when  required  by  the  rules  of  said 
Exchange  or  when  called  for  by  standard  accounting  practice.    In  case 
said  Exchange  shall  not  be  open  for  business  on  such  date,  or  in  case 
there  shall  have  been  no  such  sale  and  no  such  closing  bid  price  on  such 
date,  then  similar  quotations  for  the  last  preceding  date  upon  which  said 
Exchange  shall  have  been  open  or  upon  which  such  sale  or  closing  bid 
price,  as  the  case  may  be,  shall  have  occurred,  shall  be  used. 

The  market  value  of  each  Security  in  the  Accumulative  Fund  which 
shall  not  be  listed  on  the  New  York  Stock  Exchange  or  which,  though 
listed,  is  not  actively  traded  in  shall  be  determined  in  the  manner 
described  in  the  preceding  paragraph,  except  that  published  quotations 
appearing  in  The  Commercial  &  Financial  Chronicle  shall  be  used  in 
determining  the  market  value  of  Securities  so  quoted,  and  any  pub- 
lished quotations  approved  by  the  Board  of  Directors  of  the  Company 
and  by  the  Trustee  may  be  used  in  determining  the  market  value  of 
such  securities  not  so  quoted. 

Certificate  Holders  shall  bear  the  expense  of  any  and  all  transfer  or 
other  taxes  lawfully  imposed  in  respect  of  any  transfer  of  Securities  upon 
any  redemption  of  Certificates  pursuant  to  this  Article  V  and  the  Com- 
pany may  make  the  pa>Tnent  thereof  by  such  Certificate  Holders  a  Con- 
dition precedent  to  the  delivery  of  Securities  upon  any  such  redemption. 
The  Company  may  cause  the  Trustee  to  set  aside  an  amount  in  cash 
or  in  kind  equal  to  the  aggregate  of  such  distributive  shares  for  account 
of  the  respective  Certificate  Holders,  and  the  Company  shall  thereupon 
be   relieved   and   discharged   from   all   responsibility   to   the   Certificate 
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Holders  upon  the  Certificates  and  under  this  Indenture.  The  Trustee 
shall  not  be  liable  for  any  interest  to  any  Certificate  Holder  upon  any 
cash  included  in  such  amount,  nor  shall  the  Trustee  be  liable  in  any 
other  manner  in  respect  of  cash  and/or  Securities  so  deposited  with  it, 
except  to  apply  the  same  in  the  redemption  of  Certificates  as  herein 
provided. 

The  Company  may  at  any  time  cause  to  be  redeemed  the  Certificate 
or  Certificates  of  any  particular  Certificate  Holder,  if  in  the  discretion 
of  the  Board  of  Directors  the  termination  of  the  Company's  relations 
with  such  Certificate  Holder  shall  be  desirable,  by  notifying  such  Cer- 
tificate Holder,  or  his  assignee  if  such  Certificate  or  Certificates  shall 
have  been  assigned,  by  registered  mail  that  such  Certificate  or  Certifi- 
cates will  be  redeemed  as  of  the  close  of  business  on  the  day  succeeding 
the  day  on  which  such  notice  is  mailed,  and  by  causing  the  Trustee  to 
set  aside  for  the  account  of  such  Certificate  Holder,  or  his  assignee  if 
such  Certificate  or  Certificates  shall  have  been  assigned,  the  distributive 
share  in  the  Accumulative  Fund  represented  by  such  Certificate  or 
Certificates  so  redeemed,  in  cash  or  in  kind  at  the  option  of  the  Com- 
pany, upon  the  same  terms  and  conditions  as  if  such  Certificate  or 
Certificates  were  being  then  redeemed  at  the  option  of  the  registered 
holder  thereof  as  hereinafter  in  Section  2  of  this  Article  V  provided. 

Section  2.  Redemption  at  Certificate  Holder's  Option.  In  order  that 
the  registered  holder  of  any  Certificate,  as  grantor  of  an  express  revocable 
trust,  may  revest  in  himself  title  to  the  distributive  share  in  the  Accu- 
mulative Fund  represented  by  such  Certificate,  the  Company  covenants 
at  any  time  upon  written  demand  of  such  registered  holder  delivered  to 
the  Trustee,  accompanied  by  surrender  of  the  Certificate  or  Certificates 
sought  to  be  redeemed,  to  cause  such  Certificate  or  Certificates  to  be 
redeemed  as  of  the  close  of  business  on  the  business  day  immediately 
preceding  the  Saturday  of  the  week  in  which  such  redemption  is  de- 
manded (provided  such  demand  is  made  prior  to  noon  on  such  preceding 
business  day)  through  payment  by  the  Trustee  to  such  registered  holder 
of  the  distributive  share  in  the  Accumulative  Fund,  either  in  cash  or  in 
kind  at  the  option  of  the  Company,  represented  by  such  Certificate  or 
Certificates,  which  would  have  been  payable  in  respect  of  such  Certificate 
or  Certificates  had  the  Company  elected  to  cause  all  the  Certificates  then 
outstanding  to  be  redeemed  as  of  that  date  in  cash  or  in  kind,  as  the 
case  may  be,  as  hereinbefore  provided,  except  that  the  Trustee  shall 
retain  and  pay  over  to  the  Company  as  a  charge  for  the  services  of  the 
Company,  an  amount  either  in  cash  or  Securities  (taken  at  their  market 
value)  as  the  Company  may  elect,  equivalent  to  1%  of  the  distributive 
share  to  which  the  registered  holder  of  such  Certificate  or  Certificates 
would  have  been  entitled  had  such  redemption  been  made  at  the  option 
of  the  Company.    If  the  Company  shall  elect  to  effect  such  redemption 
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in  kind,  it  shall  cause  notice  to  that  effect  to  be  mailed  to  the  registered 
holder  of  the  Certificate  or  Certificates  sought  to  be  redeemed,  not  later 
than  the  close  of  business  on  the  day  as  of  which  such  redemption  is 
to  be  made. 

In  case  the  Company  shall  elect  to  redeem  such  Certificate  or  Certifi- 
cates in  cash,  it  shall,  not  later  than  the  close  of  business  on  the  second 
business  day  of  the  calendar  week  immediately  following  the  week  in 
which  such  redemption  is  sought,  cause  to  be  set  aside  by  the  Trustee 
for  account  of  the  registered  holder  of  such  Certificate  or  Certificates, 
cash  in  an  amount  equal  to  the  distributive  share  in  the  Accumulative 
Fund  represented  thereby,  determined  as  provided  in  this  Article. 

In  case  the  Company  shall  elect  to  redeem  such  Certificate  or  Certifi- 
cates in  kind,  it  shall,  not  later  than  the  close  of  business  on  the  second 
business  day  of  the  calendar  week  immediately  following  the  week  in 
which  such  redemption  is  sought,  deliver  to  the  Trustee  (1)  an  Order 
specifying  the  Securities  constituting  the  distributive  share  in  the  Secu- 
rities in  the  Accumulative  Fund  represented  by  the  Certificate  or  Cer- 
tificates sought  to  be  redeemed,  and  (2)  a  written  statement  of  the  cash, 
if  any,  necessary  to  adjust  any  fractional  interests  in  such  Securities, 
and  to  adjust  any  further  differences,  and  thereupon,  and  upon  causing 
such  cash  and  any  other  cash  payable  in  respect  of  such  Certificate  or 
Certificates  to  be  set  aside  for  account  of  the  registered  holder  of  the 
Certificate  or  Certificates  sought  to  be  redeemed,  the  Company  shall  be 
relieved  and  discharged  from  all  responsibility  in  respect  of  such  Certifi- 
cate or  Certificates  and  under  this  Indenture.  The  Trustee  shall  not  be 
liable  for  any  interest  to  any  Certificate  Holder  upon  any  cash  included 
in  any  such  amount,  nor  shall  the  Trustee  be  liable  in  any  other  manner 
in  respect  of  cash  and/or  Securities  so  deposited  with  it,  except  to  apply 
the  same  in  the  redemption  of  Certificates  as  herein  provided.  Delivery 
of  the  Securities  named  in  such  above  mentioned  Order  to  the  registered 
holder  of  such  Certificate  or  Certificates  sought  to  be  redeemed  or  to 
such  person  or  persons  as  he  may  designate,  as  hereinafter  provided, 
shall  be  made  by  the  Trustee  as  promptly  thereafter  as  any  necessary 
transfers  on  the  books  of  the  several  corporations,  whose  Securities  are 
to  be  delivered,  may  be  made.  The  registered  holder  of  such  Certificate 
or  Certificates  sought  to  be  redeemed  may  upon  written  order  to  the 
Trustee,  satisfactory  to  the  Trustee,  designate  the  person  or  persons 
into  whose  name  such  Securities  or  any  part  thereof  shall  be  transferred. 

The  Company  may  determine  in  its  absolute  discretion  as  to  the 
particular  Certificate  or  Certificates  sought  to  be  redeemed  whether  pay- 
ment of  the  distributive  share  in  the  Accumulative  Fund  represented 
thereby  shall  be  made  in  cash  or  in  kind,  and  the  Company  shall  not 


326  AMERICAN  INVESTMENT  TRUSTS 

be  bound  by  the  manner  in  which  any  other  Certificate  or  Certificates 
shall  have  been  redeemed,  whether  in  cash  or  in  kind. 

All  payments  in  cash  and/or  in  kind  made  upon  any  redemption  of 
Certificates  as  herein  provided  shall  be  binding  and  effective  to  dis- 
charge and  release  the  Trustee  and  the  Company  in  respect  of  any 
liability,  not  only  as  to  the  Certificate  or  Certificates  so  redeemed,  but  as 
to  any  and  all  other  Certificates  then  or  thereafter  outstanding  here- 
under, in  respect  of  any  payment  in  cash  and/or  in  kind  made  upon 
any  such  redemption. 

Section  3.  Cancellation  of  Redeemed  Certificates.  All  Certificates 
redeemed  hereunder  shall  be  forthwith  cancelled  and  delivered  to  the 
Company  and  shall  not  be  entitled  to  any  further  rights  or  privileges 
under  this  Indenture. 

Section  4.  Distribution  of  Reserves  for  Contingencies,  etc.  All  funds 
remaining  in  the  Accumulative  Fund  as  reserve  funds  or  otherwise  after 
the  date  as  of  which  any  redemption  of  all  Certificates  then  outstanding 
hereunder  shall  become  effective,  and  aU  funds  to  which  the  Accumulative 
Fund  may  become  entitled  after  such  date,  may  be  paid  by  the  Trustee 
to  the  Company  on  demand,  and  if  and  when  the  Company  shall  deter- 
mine that  the  retention  of  such  funds  shall  no  longer  be  necessary  or 
advisable,  the  Company  shall  cause  such  funds  to  be  distributed  among 
or  set  aside  for  the  account  of  the  respective  holders  of  Certificates  as 
of  the  day  immediately  preceding  the  date  as  of  which  such  redemption 
of  all  Certificates  shall  have  become  effective. 

Section  5.  No  Liability  to  Pay  Face  Value.  Nothing  in  this  Inden- 
ture shall  be  construed  as  imposing  any  obligation  upon  the  Company 
to  cause  the  payment  to  any  Certificate  Holder,  or  to  any  other  person, 
of  the  Face  Value  of  any  Certificate  or  Certificates,  nor  shall  the  Com- 
pany be  obligated  in  respect  of  the  Certificates  in  any  way  whatsoever 
except  as  herein  expressly  provided. 

ARTICLE  VI 

Amendments 

Section  1.  Amendments.  The  Company  may  at  any  time  propose 
amendments  to  this  Indenture  by  the  adoption  of  a  resolution  by  its 
Board  of  Directors  approving  such  proposed  amendment.  After  the 
adoption  of  any  such  resolution,  notice  embodying  the  text  of  such 
proposed  amendment  shall  be  mailed  to  Certificate  Holders  at  their 
respective  addresses  as  they  appear  on  the  books  of  registration.  Such 
proposed  amendment  shall  become  effective  as  between  the  Company 
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and  the  Certificate  Holder  only  upon  the  adoption  of  a  further  resolu- 
tion by  the  Board  of  Directors  of  the  Company,  not  less  than  thirty  (30) 
nor  more  than  sixty  (60)  days  after  the  date  of  mailing  of  such  notice, 
declaring  that  such  proposed  amendment  has  become  effective.  When- 
ever any  such  amendment  shall  become  effective,  each  Certificate  Holder 
who  shall  not  have  delivered  to  the  Company,  within  thirty  (30)  days 
after  the  date  of  mailing  of  such  notice,  written  dissent  in  respect  of 
such  proposed  amendment,  shall  be  deemed  conclusively  to  have  assented 
thereto  and  shall  be  bound  thereby  as  fully  and  effectually  as  if  such 
amendment  were  a  part  of  this  Indenture  at  the  time  of  the  execution 
hereof.  In  case  any  such  proposed  amendment  shall  become  effective, 
the  Certificate  or  Certificates  of  any  Certificate  Holder  who  shall  have 
dissented  as  aforesaid  in  respect  of  such  proposed  amendment  and  who 
shall  not  in  writing  have  withdrawn  such  dissent  prior  to  the  date  that 
such  amendment  shall  have  become  effective,  shall  be  redeemed  in  like 
manner  as  if  written  demand  for  such  redemption  had  been  made  by  such 
Certificate  Holder  as  of  the  date  that  such  amendment  shall  have  become 
effective,  and  such  Certificate  Holder  shall  thereupon  surrender  such 
Certificate  or  Certificates  for  redemption. 

Section  2.  Siipplemental  Indentures.  After  any  amendment  of  this 
Indenture  shall  have  become  effective,  as  provided  in  Section  1  of  this 
Article,  the  Company  shall  embody  such  amendment  in  a  supplemental 
indenture  to  be  executed  and  delivered  by  the  Company  to  the  Trustee. 
Such  supplemental  indenture  shall  be  in  form  approved  by  counsel 
selected  by  the  Company  and  approved  by  the  Trustee  and  upon  the 
execution  and  delivery  of  such  supplemental  indenture  the  amendment 
therein  contained  shall  be  binding  upon  the  Company  and  the  Trustee 
as  of  the  effective  date  of  such  amendment  as  provided  in  Section  1  of 
this  Article  VI,  and  the  covenants  and  provisions  contained  in  such 
supplemental  indenture  shall  be  deemed  to  be  part  of  this  Indenture. 

ARTICLE  VII 

The  Trustee 


Section  2.  Removal  of  Trustee  and  Appointment  of  Successor.  The 
Trustee  may  be  removed  at  any  time  by  an  Order  of  the  Company  or 
by  an  instrument  or  concurrent  instruments  in  writing  signed  by  the 
registered  holders  of  not  less  than  fifty-one  per  cent,  of  the  total  Face 
Value  of  all  Certificates  then  outstanding  hereunder.  In  case  at  any 
time  the  Trustee  or  any  successor  thereto  shall  resign  or  be  removed, 
or  otherwise  shall  be  incapable  of  action,  a  successor  trustee  may  be 
appointed  by  the  Board  of  Directors.     The  Company  shall  publish  a 
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notice  of  any  such  appointment  once  each  week  for  four  successive 
calendar  weeks  in  a  daily  newspaper  of  general  circulation  published  in 
the  Borough  of  Manhattan,  City  of  New  York.  Any  successor  to  the 
Trustee  shall  always  be  a  bank  or  trust  company  in  good  standing,  with 
legal  capacity  to  accept  trusts  of  personalty,  incorporated  and  existing 
under  the  laws  of  the  State  of  New  York  or  of  the  United  States,  and 
having  a  capital  and  surplus  aggregating  at  least  $10,000,000.  In  case 
the  Trustee  shall  consolidate  with  or  merge  into  any  other  corporation, 
the  corporation  remaining  after  or  resulting  from  such  consolidation  or 
merger  shall  ipso  facto,  without  the  execution  or  filing  of  any  papers 
or  other  documents,  succeed  to  and  be  substituted  for  the  Trustee  with 
like  effect  as  though  originally  named  as  such. 

Section  3.  Acceptance  of  Successor  Trustee.  Every  successor  to  the 
Trustee  appointed  hereunder  shall  execute,  acknowledge  and  deliver  to 
its  predecessor  last  in  office  and  also  to  the  Company  an  instrument 
accepting  such  appointment  hereunder,  and  thereupon  such  successor 
without  further  act,  deed  or  conveyance  shall  become  vested  with  all 
the  rights,  powers,  trusts,  duties  and  obligations  of  its  predecessor 
Trustee  hereunder  with  like  effect  as  if  originally  named  as  the  Trustee 
herein,  but  the  Trustee  ceasing  to  act  shall  nevertheless  on  the  written 
request  of  the  Company  and/or  of  its  successor  Trustee,  upon  payment 
of  its  charges  and  disbursements,  execute  and  deliver  an  instrument 
transferring  to  such  successor  Trustee,  according  to  the  terms  and  con- 
ditions herein  expressed,  all  the  rights,  powers,  duties  and  trusts  of  the 
Trustee  so  ceasing  to  act,  and  shall  duly  assign,  transfer  and  deliver 
all  the  Securities  and  cash  in  the  Accumulative  Fund  to  such  successor. 
Every  successor  to  the  Trustee  appointed  hereunder  either  in  the  name 
of  any  predecessor  Trustee  or  in  its  own  name  may  authenticate  Certifi- 
cates issued  hereunder,  and  deliver  the  same  so  authenticated  to  the 
Company  or  upon  its  order;  and  in  all  cases  such  Certificates  shall  have 
the  full  force  which  it  is  anywhere  in  the  Certificates  or  in  this  Inden- 
ture provided  that  the  certificate  of  the  Trustee  shall  have. 

ARTICLE  VIII 

Immunities  of  Officers,  Directors,  Certificate  Holders,  Etc 

No  recourse  under  or  upon  any  obligation,  covenant  or  agreement 
contained,  in  this  Indenture  or  in  any  Certificate  shall  be  had  against 
airy  past,  present  or  future  incorporator,  stockholder,  member,  officer 
or  director  of  the  Company,  either  directly  or  through  the  Company,  by 
the  enforcement  of  any  assessment  or  penalty  or  by  any  legal  or  equitable 
proceeding  by  virtue  of  any  statute  or  otherwise,  it  being  expressly 
agreed  and  understood  that  this  Indenture  and  the  Certificates  issued 
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pursuant  hereto  are  solely  obligations  of  the  Company,  and  that  no 
personal  liability  whatever  shall  attach  to  or  be  incurred  by  any  incorpo- 
rator, stockholder,  member,  officer  or  director  of  the  Company,  and 
that  any  and  all  personal  liability  of  every  kind  and  nature,  and  any 
and  all  rights  and  claims  against  every  such  incorporator,  stockholder, 
member,  officer  or  director,  whether  arising  in  common  law  or  in  equity 
or  created  by  statute  or  constitution  are  hereby  expressly  released  and 
waived  as  a  condition  of,  and  as  part  of  the  consideration  for,  the  execu- 
tion of  this  Indenture  and  the  issue  of  the  Certificates. 

It  is  agreed  between  the  parties  hereto  (including  the  Certificate 
Holders)  that  the  rights  of  the  Certificate  Holders,  as  provided  in  the 
Certificates  and/or  in  this  Indenture,  shall  exclude,  and  be  in  lieu  of 
and  exclusive  of,  any  and  all  right  to  enforce  any  individual  or  personal 
liability  as  against  any  present  or  future  stockholder,  member,  officer 
or  director  of  the  Company,  as  a  partner  or  otherwise,  in  respect  of  any 
Certificate,  or  on  account  of  the  issue  thereof,  or  in  respect. of  this 
Indenture,  or  arising  out  of  any  matter  or  transaction  between  any 
Certificate  Holder  and  the  Company,  and  each  Certificate  Holder,  as 
part  of  the  consideration  hereof,  hereby  waives  and  releases  all  indi- 
vidual and  personal  liability  of  every  past,  present  or  future  stockholder, 
member,  officer  and/or  director  of  the  Company,  and  the  Certificates 
are  issued  only  upon  this  express  condition  and  each  Certificate  Holder 
by  the  acceptance  of  a  Certificate  agrees  that  any  and  all  rights  here- 
under and/or  under  any  Certificate  and/or  in  respect  of  any  matter 
arising  in  respect  hereof,  as  against  the  Company,  shall  be  enforceable 
only  against  the  assets  of  the  Company. 

Neither  the  Company  nor  any  of  its  officers  or  directors  shall  be 
personally  or  individually  liable  or  accountable  for  errors  of  judgment 
in  acquiring,  holding  or  disposing  of  Securities  or  otherwise  in  conducting 
the  business  of  managing  the  Accumulative  Fund,  or  for  any  loss  arising 
out  of  any  transaction  or  out  of  any  investment,  or  for  any  act  or 
omission  to  act  performed  or  omitted  by  them  hereunder,  or  for  any- 
thing except  their  own  individual  wilful  malfeasance.  Neither  shall  any 
officer  or  director  of  the  Company  be  liable  for  the  acts  or  omissions 
of  any  other  officer  or  director  or  of  any  agent  or  employee  appointed 
by  or  acting  for  the  Company. 

ARTICLE  IX 

Miscellaneous 

Each  Certificate  Holder  upon  acceptance  of  the  Certificate  becomes 
a  party  hereto  and  agrees  to  the  terms  and  provisions  hereof  in  the 
same  manner  as  if  such  Certificate  Holder  had  executed  this  Indenture. 
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The  word  "Trustee"  as  used  herein  shall  for  all  purposes  be  taken  to 
mean  the  corporation  which  shaU  for  the  time  being  and  from  time  to 
time  be  charged  with  the  execution  of  the  trusts  and  duties  hereby 
imposed  upon  the  Trustee.  The  words  "Certificate  Holder"  and  "Cer- 
tificate" shall  include  the  plural  as  well  as  the  singular  number,  and 
the  term  "Certificate  Holder"  shall  mean  the  registered  holder  of  a 
Certificate.  The  word  "Indenture"  shall  include  all  supplemental  inden- 
tures, amendments,  or  modifications,  executed  pursuant  to  the  provisions 
hereof.  The  term  "Auditor"  shall  be  deemed  to  mean  the  party,  as 
defined  in  Subdivision  3  of  Article  I  hereof,  for  the  time  being  and  from 
time  to  time  charged  with  the  preparation  of  the  audits  of  the  books  of 
account  to  be  kept  by  the  Company  wherein  transactions  relating  to 
the  Accumulative  Fund  shall  be  recorded,  and  when  used  in  the  singular 
number  shall  connote  the  plural,  and  vice-versa.  The  words  "and"  and 
"or"  as  used  herein  shall  be  construed  to  include  the  other  when  the 
context  of  the  provisions  where  the  same  are  used  permit  such  con- 
struction. 

Nothing  in  this  Indenture,  expressed  or  implied,  is  intended  or  shall  be 
construed  to  confer  upon  any  person,  firm  or  corporation,  other  than 
the  parties  hereto,  any  right,  remedy  or  claim,  legal  or  equitable,  under 
or  by  reason  of  this  Indenture  or  any  covenant,  condition  or  stipulation 
hereof,  this  Indenture  and  all  of  its  covenants,  conditions  and  stipulations 
being  intended  to  be  and  being  for  the  sole  and  exclusive  benefit  of  the 
parties  hereto.  The  Certificate  Holders,  as  grantors  and  beneficiaries, 
individually  and  severally,  of  separate  express  trusts,  hereby  expressly 
waive  all  rights  as  such  grantors  and  beneficiaries,  except  those  herein 
expressly  reserved  to  such  Certificate  Holders,  it  being  intended  that 
said  waiver  shall  include  the  right  to  an  accounting  and  all  other  rights, 
legal  or  equitable,  statutory,  or  otherwise,  which  but  for  such  waiver 
would  be  incident  to  the  relation  of  cestui  que  trust  and  trustee.  As 
herein  provided,  the  Certificate  Holders  and  the  Trustee  also  agree  and 
consent  that  the  Accumulative  Fund  be  managed  and  supervised  by  the 
Company,  and  the  Certificate  Holders  hereby  expressly  agree  that 
neither  the  Trustee  nor  the  Company  shall  be  held  responsible  or  liable 
in  anj''  manner  for  losses  suffered  by  the  Accumulative  Fund  by  reason 
of  such  management  and  supervision.  It  is  further  expressly  agreed 
and  understood  by  the  parties  hereto  that  nothing  herein  contained  shall 
constitute  the  Certificate  Holders  partners  with  the  Company  or  with 
one  another,  nor  shall  the  Certificate  Holders  be  in  any  wise  under  any 
liability  either  to  the  Company  or  to  its  creditors. 

Nothing  in  this  Indenture,  expressed  or  implied,  shall  prevent  the 
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Company  from  changing  its  form  of  organization  from  a  joint-stock 
association  formed  under  the  General  Associations  Law  of  the  State  of 
New  York,  to  a  corporation  incorporated  under  the  laws  of  any  State 
of  the  United  States;  provided  that  any  such  change  shall  be  effected 
in  a  manner  to  preserve  and  not  to  impair  the  rights  of  the  Certificate 
Holders  and  of  the  Trustee  hereunder,  and  that  any  such  corporation 
so  formed  shall  expressly  assume  in  writing  the  observance  and  per- 
formance of  all  the  covenants  and  conditions  of  this  Indenture  and  of 
the  Certificates  and  to  that  end  shall  execute  and  deliver  to  the  Tmstee  a 
proper  indenture,  in  form  satisfactory  to  the  Trustee.  Upon  the  delivery 
by  such  corporation  to  the  Trustee  of  such  an  indenture,  such  corpo- 
ration shall' succeed  to  and  be  substituted  for  the  Company,  with  the 
same  effect  as  if  it  had  been  named  herein  as  party  of  the  first  part, 
and  such  corporation  may  thereupon,  subject  to  the  provisions  hereof, 
cause  to  be  signed  and  sealed  and  may  issue,  either  in  its  own  name  or 
in  the  name  of  the  Company,  Certificates  hereunder,  and,  upon  the  order 
of  such  corporation,  in  lieu  of  the  Company,  and  subject  to  all  the  terms, 
conditions  and  restrictions  herein  prescribed,  the  Trustee  shall  authenti- 
cate such  Certificates  delivered  to  the  Trustee  for  authentication,  and 
deliver  the  same  to  such  corporation  or  upon  its  order. 

This  Indenture  may  be  executed  simultaneously  in  any  number  of 
counterparts  and  all  said  counterparts  executed  and  delivered  each  as 
an  original  shall  constitute  but  one  and  the  same  instrument. 

IN  WITNESS  WHEREOF,  Investment  Managers  Company  has 
caused  this  Indenture  to  be  signed  in  its  name  and  behalf  by  its  Presi- 
dent and  its  seal  to  be  hereunto  affixed  and  attested  by  its  Secretary, 
and  The  Farmers'  Loan  and  Trust  Company,  as  Tmstee,  to  evidence 
its  acceptance  of  the  duties  and  trusts  hereby  imposed  upon  it,  has 
caused  this  Indenture  to  be  signed  in  its  name  and  behalf  by  one  of 
its  Vice-Presidents  and  its  seal  to  be  hereunto  affixed  and  attested  by 
one  of  its  Assistant  Secretaries  as  of  the  fifteenth  day  of  April,  1927. 

INVESTMENT  MANAGERS  COMPANY, 
EDGAR  L.  SMITH 
President. 
(SEAL) 
Attest : 
L.  H.  Paul  Chapin 
Secretary. 

Signed,  sealed  and  delivered  on 
behalf  of  Investment  Managers 
Company    in    the    presence    of: 
W.  WOOD  WILSON 
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THE  FARMERS'  LOAN  AND  TRUST  COMPANY, 

As  Trustee. 

C.  R.  AGNEW 

Vice-President. 

(SEAL) 

Attest: 

S.  R.  CRAIG 

Assistant  Secretary. 

Signed,    sealed    and    delivered    on 

behalf  of  The  Farmers'  Loan  and 

Trust  Company  in  the  presence  of: 

IRVING  G.  IDLER 

State  of  New  York      \     . 

County  of  New  York  J 

On  the  5th  day  of  May,  1927,  before  me  personally  came  Edgar  L. 

Smith  to  me  known,  who  being  by  me  duly  sworn,  did  depose  and  say 

that  he  resides  in  Montclair,  N.  J.;   that  he  is  the  President  of  the 

Investment  Managers  Company,  the  Company  described  in  and  which 

executed  the  above  instrument;  that  he  knows  the  seal  of  said  Company; 

that  the  seal  affixed  to  said  instrument  is  such  seal;  that  it  was  so  affixed 

by  order  of  the  Board  of  Directors  of  said  Company  and  that  he  signed 

his  name  thereto  by  like  order. 

ANNA  SHEPARD 

Notary  Public,  New  York  County 

New  York  County  Clerk's  No.  283 

New  York  Register's  No.  9801 

Commission  Expires  March  30,  1929 

[seal] 

State  of  New  York      1 

ss  * 
County  of  New  York  | 

On  the  5th  day  of  May,  1927,  before  me  personally  came  C.  R.  Agnew 
to  me  known,  who  being  by  me  duly  sworn,  did  depose  and  say  that  he 
resides  in  North  Castle,  New  York;  that  he  is  a  Vice-President  of  The 
Farmers'  Loan  and  Trust  Company,  the  Corporation  described  in  and 
which  executed  the  above  instniment;  that  he  knows  the  seal  of  said 
Corporation;  that  the  seal  affixed  to  said  instrument  is  such  corporate 
seal;  that  it  was  so  affixed  by  order  of  the  Board  of  Directors  of  said 
Corporation  and  that  he  signed  his  name  thereto  by  like  order. 

ANNA  SHEPARD 
Notary  Public,  New  York  County 
New  York  County  Clerk's  No.  283 
New  York  Register's  No.  9801 
Commission  Expires  March  30,  1929 
[seal] 
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AMERICAN  TRUSTEE  SHARE  CORPORATION 
(DIVERSIFIED  TRUSTEE  SHARES,  SERIES  B) 

THIS  AGREEMENT,  made  this  1st  day  of  November,  1927,  by  and 
between  American  Trustee  Share  Corporation,  having  its  office  at  No. 
165  Broadway,  in  the  Borough  of  Manhattan,  City,  County  and  State  of 
New  York,  a  Corporation  organized  under  the  laws  of  the  State  of  New 
York  (hereinafter  generally  termed  "the  Depositor"),  party  of  the  first 
part,  and  Chatham  Phenix  National  Bank  and  Trust  Company,  a 
Corporation  organized  under  the  laws  of  the  United  States  of  America, 
having  its  office  at  No.  149  Broadway  and  in  the  Borough  of  Man- 
hattan, aforesaid  (hereinafter  generally  termed  "the  Depositary"),  party 
of  the  second  part,  and  the  holders  from  time  to  time  of  the  certificates 
(hereinafter  sometimes  termed  "Diversified  Trustee  Shares,  Series  B"  or 
"Certificates")  issued  and  to  be  issued  hereunder,  parties  of  the  third 
part: 

Whereas,  the  Depositor  has  acquired  shares  of  common  stock  of  the 
thirty  (30)  corporations  hereinafter  specified,  aggregating  one  hundred 
and  twenty-eight  (128)  shares,  which  such  aggregate  number  of  shares 
of  stock  in  the  aggregate  and  in  the  number  of  shares  for  each  company 
hereinafter  set  forth  constitutes  what  is  herein  referred  to  as  one  Unit, 
except  as  is  hereinafter  modified,  viz.: 

Par 
Name  of  Company  Shares       Value 

Railroads 

The  Atchison,  Topeka  and  Santa  Fe  Railway  Company 4  tlOO. 

Atlantic  Coast  Line  Railroad  Company 4  100. 

The  Delaware,  Lackawanna  and  Western  Railroad  Company  6  50. 

The  New  York  Central  Railroad  Company 4  100. 

Northern  Pacific  Railway  Company 4  .  100. 

The  Pennsylvania  Railroad  Company 4  50. 

Reading  Company 4  60. 

Public  Utilities 

American  Gas  &  Electric  Company 4  No  Par 

American  Telephone  and  Telegraph  Company 4  $100. 

Brooklyn  Edison  Company,  Inc 4  100. 

Commonwealth  Edison  Company 4  100. 

Southern  California  Edison  Company 4  25. 

The  United  Gas  Improvement  Company 4  50. 

The  Western  Union  Telegraph  Company 4  100. 


4 

No  Par 

4 

$  60. 

4 

No  Par 

2 

No  Par 

4 

50. 

4 

No  Par 

6 

No  Par 

4 

25. 

4 

25. 

4 

100. 

4 

50. 

6 

25. 

6 

25 

4 

100 

6 

25 

4 

25 
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Indttstrials  and  Oils 

American  Locomotive  Company 4 

The  Borden  Company 

California  Packing  Corporation 

E.  I.  du  Pont  de  Nemours  &  Company,  Inc 

Endicott  Johnson  Corporation 

General  Electric  Company 

IngersoU-Rand  Company 

Liggett  &  Myers  Tobacco  Company 

National  Biscuit  Company 

National  Lead  Company 

Otis  Elevator  Company 

Standard  Oil  Company  (New  Jersey) 

The  Texas  Corporation 

United  States  Steel  Corporation 

Vacuum  Oil  Company 

F.  W.  Woolworth  Company 

(hereinafter  called  stock  of  the  Companies  and  said  companies  whose 
stock  or  securities  is  deposited  hereunder  being  sometimes  hereinafter 
called  "the  Companies") ;  and 

Whereas,  certificates  for  said  stock  of  the  Companies  have  been  or 
are  about  to  be  issued  in  the  name  of  the  Depositary  or  its  nominee  or 
nominees  and  deposited  with  the  Depositary,  and 

Whereas,  the  Depositor  proposes  hereafter  to  acquire  and  deposit 
with  the  Depositary  hereunder,  from  time  to  time,  additional  Units,  and 

Whereas,  the  Depositary  shall,  with  respect  to  each  such  Unit  so 
deposited,  issue  and  deliver  to  or  upon  the  order  of  the  Depositor, 
Certificates  of  Interest  in  such  Unit,  hereinafter  sometimes  called 
"Diversified  Trustee  Shares,  Series  B"  or  "Certificates,"  representing 
interests  in  said  Unit,  there  being  one  thousand  (1,000)  of  such  shares 
for  each  Unit  so  created;  and 

Whereas,  the  Certificates,  and  the  coupons  and  talons  to  be  annexed 
thereto,  are  to  be  substantially  in  the  following  forms,  to  wit: 

(Form  of  Certificate) 
Certificate  No Number  of  Shares 

AMERICAN  TRUSTEE  SHARE  CORPORATION 

Incorporated  Under  the  Laws  of 

the  State  of  New  York. 

Bearer  Certificate 

Diversified  Trustee  Shares,  Series  B 

CHATHAM  PHENIX  NATIONAL  BANK  AND  TRUST  COMPANY, 

DEPOSITARY 

This  is  to  certify  that  the  bearer  of  this  Certificate  is  the  owner  of 
participating  shares  (hereinafter  called  "Diversified 
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Trustee  Shares,  Series  B"  or  "Certificates"),  each  such  Share  being  fully 
paid  and  non-assessable  and  each  share  representing  a  one-thousandth 
(1/1000)  interest  in  one  (1)  Unit  consisting  of  one  hundred  and  twenty- 
eight  (128)  shares  of  stock  of  the  following  thirty  (30)  Companies,  or  of 
such  shares  of  stock  or  securities  as  may  be  substituted  for  and  deposited 
in  lieu  of  them  or  any  of  them  as  provided  in  the  Agreement  mentioned 
below  (hereinafter  called  "stock  of  the  Companies"),  which  said  Unit,  at 
the  date  of  the  execution  of  the  Agreement  hereinafter  mentioned,  com- 
prised the  following  shares,  namely: 

Par 
Name  of  Company  Shares       Value 

Railroads 

The  Atchison,  Topeka  and  Santa  Fe  Railway  Company 4  $100. 

Atlantic  Coast  Line  Railroad  Company 4  100. 

The  Delaware,  Lackawanna  and  Western  Railroad  Company  6  50. 

The  New  York  Central  Railroad  Company 4  100. 

Northern  Pacific  Railway  Company 4  100. 

The  Pennsylvania  Railroad  Company 4  50 

Reading  Company 4  50. 

Public  Utilities 

American  Gas  &  Electric  Company 4  No  Par 

American  Telephone  and  Telegraph  Company 4  $100. 

Brooklyn  Edison  Company,  Inc 4  100. 

Commonwealth  Edison  Company 4  100. 

Southern  California  Edison  Company 4  25. 

The  United  Gas  Improvement  Company 4  50. 

The  Western  Union  Telegraph  Company 4  100. 

Industrials  and  Oils 

American  Locomotive  Company 4  No  Par 

The  Borden  Company 4  $  50. 

California  Packing  Corporation 4  No  Par 

E.  I.  du  Pont  de  Nemours  &  Company,  Inc 2  No  Par 

Endicott  Johnson  Corporation 4  50. 

General  Electric  Company 4  No  Par 

Ingersoll-Rand  Company 6  No  Par 

Liggett  &  Myers  Tobacco  Company 4  25. 

National  Biscuit  Company 4  25. 

National  Lead  Company 4  100. 

Otis  Elevator  Company 4  50. 

Standard  Oil  Company  (New  Jersey) 6  25. 

The  Texas  Corporation 6  25. 

United  States  Steel  Corporation 4  100. 

Vacuum  Oil  Company 6  25. 

F.  W.  Woolworth  Company 4  25. 
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(the  Companies  whose  stock  or  securities  are  deposited  under  said  Agree- 
ment being  hereinafter  called  "the  Companies"),  said  Unit  having  been 
deposited  with  the  Depositary  in  accordance  with  the  terms  of  an  Agree- 
ment dated  November  1st,  1927,  made  between  the  American  Trustee 
Share  Corporation,  a  Company  incorporated  under  the  Laws  of  New 
York  (herein  called  "the  Depositor"),  the  Chatham  Phenix  National 
Bank  and  Trust  Company,  as  Depositary  (herein  called  "the  Deposi- 
tary"), and  the  several  holders  of  the  Diversified  Trustee  Shares,  Series 
B,  issued  and  to  be  issued  under  said  Agreement  between  said  parties, 
which  Agreement  forms  part  of  this  Certificate,  and  to  all  the  terms, 
conditions  and  provisions  of  which  Agreement  and  of  this  Certificate  the 
holder  by  the  acceptance  hereof  assents  and  agrees  to  be  bound. 

As  provided  in  the  said  Agreement,  additional  shares  may  be  issued 
thereunder  against  the  deposit  with  the  Depositary  of  additional  Units, 
and  all  Certificates  at  any  time  outstanding  thereunder  shall  be  deemed 
to  have  been  issued  against  all  of  such  Units  then  on  deposit  with  the 
Depositary. 

The  bearer  hereof,  until  the  surrender  of  this  Certificate,  or  until  the 
termination  of  the  Agreement,  shall  be  entitled  on  April  1  and  October  1 
in  each  year,  upon  presentation  and  surrender  of  the  respective  coupons 
therefor  as  they  severally  mature  at  the  principal  office  of  the  Depositary 
in  the  Borough  of  Manhattan,  The  City  of  New  York,  to  receive  divi- 
dends thereon,  payable  in  dollars  in  currency  of  the  United  States  of 
America,  equal  in  amount  to  that  proportion  of  all  dividends  (as  defined 
in  the  Agreement)  collected  by  the  Depositary  in  respect  of  the  stock 
of  the  Companies  deposited  under  the  Agreement,  during  the  six  months 
ending  respectively  March  15  and  September  15  in  each  year  immediately 
preceding  each  dividend  payment  date  and  not  already  paid  out  by  it 
upon  the  previous  surrender  of  any  Certificates  for  cancellation  as  here- 
inafter provided,  (less  any  deductions  provided  in  the  Agreement  to  be 
made),  which  the  number  of  shares  represented  by  this  Certificate  shall 
bear  to  the  total  number  of  shares  represented  by  all  the  Certificates 
outstanding  under  the  Agreement  as  of  such  preceding  March  15th  or 
September  15th  as  the  case  may  be. 

The  bearer  of  this  Certificate  is  entitled,  until  the  termination  of  said 
Agreement  as  therein  provided,  upon  giving  to  the  Depositary  at  its 
said  office  three  (3)  days'  notice  in  writing  of  the  intention  of  the  bearer 
to  surrender  this  Certificate  as  provided  in  said  Agreement,  and  upon 
surrender  to  the  Depositary  on  said  specified  date,  or  within  three  (3) 
months  after  the  termination  of  said  Agreement  without  previous  notice, 
of  this  and  other  like  Certificates  representing  in  the  aggregate  five  hun- 
dred (500)  Diversified  Trustee  Shares,  Series  B  or  multiples  thereof, 
together  with  all  unmatured  dividend  coupons  and  talons  annexed,  and 
upon  payment  in  cash  to  the  Depositary  of  the  amount  required  to  pay 
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any  Government  and  stamp  duties  and  other  taxes  of  any  kind  and  all 
transfer  fees  and  charges  of  any  kind,  if  any,  in  connection  therewith, 
to  receive  one-half  (I/2)  of  the  shares  of  stock  of  the  Companies  and/or 
other  securities  then  constituting  one  Unit  for  each  Certificate  or  Certifi- 
cates aggregating  five  hundred  (500)  Diversified  Trustee  Shares,  Series  B 
so  surrendered,  together  with  all  accumulated  dividends,  if  any,  then 
held  and  an  order  for  the  payment  of  all  dividends  then  receivable,  if 
any,  by  the  Depositary  with  respect  to  such  one-half  (I/2)  Unit.  After 
three  (3)  months  have  elapsed  from  the  date  of  the  termination  of  said 
Agreement  the  bearer  of  this  Certificate  shall  only  be  entitled  to  receive 
upon  surrender  hereof  with  all  unmatured  coupons  and  talons  thereunto 
appertaining,  that  share  of  the  net  proceeds  of  the  sale  of  the  stock 
of  the  Companies  and/or  other  securities,  together  ^^^th  respective  accu- 
mulated dividends,  if  any,  then  remaining  in  the  hands  of  the  Depositary, 
which  is  represented  by  the  surrendered  Certificates. 

The  bearer  hereof  has  no  right  to  vote  or  consent  or  otherwise  act  in 
respect  of  the  deposited  stock  of  the  Companies,  but  such  right  shall  be 
exercised  by  the  Depositary  executing  a  proxy  to  the  Depositor,  who,  in 
voting,  shall  act  as  agent  for  the  bearer  hereof. 

If  at  any  time  the  Depositary  shall  be  required  by  law  or  regulation 
to  disclose  the  name  of  the  owner  of  this  Certificate  and/or  of  the 
coupons  hereto  attached,  in  order  to  avoid  liability  for  any  tax  or  for 
any  other  reason,  the  Depositary  may  require  proof  of  such  o\\Tiership, 
in  such  form  as  it  may  determine,  and  the  address  of  such  owner,  as  a 
condition  precedent  to  the  right  of  the  bearer  to  receive  the  dividends 
payable  hereon. 

This  Certificate  and  the  coupons  and  talons  are  also  issued  and  are 
to  be  held  subject  to  the  following  conditions:  delivery  of  this  Certificate 
and/or  the  annexed  coupons  and/or  talons  shall  vest  title  to  the  same  and 
all  rights  thereunder  in  the  transferee  to  the  same  extent  and  for  all  pur- 
poses as  would  delivery  under  like  circumstances  of  a  negotiable  instru- 
ment payable  to  bearer.  The  Depositary  and  the  Depositor  shall  be 
entitled  to  treat  the  bearer  of  this  Certificate  and/or  the  annexed  coupons 
and/or  talons  as  the  absolute  owner  of  the  same  for  all  purposes,  and 
shall  not  be  afi"ected  by  any  notice  to  the  contrary. 

Until  the  termination  of  said  Agreement  as  therein  provided,  the 
bearer  of  this  Certificate,  after  the  maturity  on  October  1,  1947,  of  the 
last  coupon  hereto  attached,  will  be  entitled  to  receive  from  the  Deposi- 
tary upon  surrender  of  the  annexed  talon  (and  the  payment  to  the 
Depositary  of  $1.00)  a  new  talon  and  forty  additional  similar  coupons 
representing  dividends  to  accrue  thereafter  for  forty  semi-annual  divi- 
dend periods,  and  in  like  manner  will  be  entitled  to  receive  a  new  talon 
and  forty  additional  similar  coupons  at  the  end  of  each  succeeding 
twenty-year  period  after  October  1,  1947. 
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This  Certificate  shall  not  be  valid  until  and  unless  signed  by  the 
Depositary. 

In  Witness  Whereof  the  Depositary  has  caused  this  Certificate  to 
be  executed  in  its  corporate  name  by  its  Trust  Officer,  or  one  of  its 
assistant  Trust  Officers,  and  coupons  bearing  the  facsimile  signature  of 
its  assistant  Trust  Officer  attached,  as  of 

Chatham   Phenix  National  Bank 
AND   Trust   Company, 

Depositary 
By 

Assistant  Trust  Officer 

(Form  of  Coupon) 

AMERICAN  TRUSTEE  SHARE  CORPORATION 

Diversified  Trustee  Shakes.  Series  B. 

Dividend  Coupon  No Certificate  No 

On 1,  19. . . .,  on  surrender  hereof,  at  the  principal 

office  of  the  undersigned  Depositary,  in  the  Borough  of  Manhattan,  The 
City  of  New  York,  there  will  be  paid  to  the  Bearer  hereof,  the  dividend 

then  payable  on  the shares  represented  by  the 

Certificate,  numbered  as  above,  if  received  by  the  undersigned,  as  pro- 
vided, and  subject  to  the  terms  set  forth  in  the  Agreement  referred  to 
in  said  Certificate,  unless  said  Agreement  shall  have  been  :sooner 
terminated. 

The  Depositary  may  treat  the  bearer  of  this  coupon  as  the  absolute 
owner  hereof  for  all  purposes,  and  shall  not  be  affected  by  any  notice  to 
the  contrary. 

Chatham   Phenix   National   Bank 
AND   Trust   Company, 
^  Depositary 

By 

Assistant  Trust  Officer 
(Form  op  Talon) 

AMERICAN  TRUSTEE  SHARE  CORPORATION 

Diversified  Trustee  Shares,  Series  B. 

Certificate  No Talon   No 

Talon  for  Additional  Coupons  for  Bearer  Certificate  representing 

Diversified  Trustee  Shares,  Series  B. 

The  bearer  of  the  above  mentioned  Certificate  for  Diversified  Trustee 
Shares,  Series  B,  will  receive  on  surrender  of  this  talon  and  the  payment 
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of  One  Dollar  ($1.00)  to  the  Chatham  Phenix  National  Bank  and  Trust 
Company,  Depositary,  at  its  principal  office  in  the  Borough  of  Man- 
hattan, The  City  of  New  York,  and  upon  presentation  of  said  Certificate 
for  attachment  thereto,  after  the  maturity  on  October  1,  1947,  of  the  last 
coupon  hereto  attached,  a  new  talon  in  substantially  the  form  hereof,  and 
forty  additional  similar  coupons  representing  dividends  to  accrue  there- 
after on  said  Certificate  for  the  next  forty  semi-annual  dividend  periods, 
in  accordance  with  the  terms  of  the  Agreement  referred  to  in  said  Cer- 
tificate, if  said  Agreement  has  not  then  been  terminated. 

Title  to  this  talon  and  all  rights  and  interests  represented  hereby  are 
transferable  by  delivery  hereof  in  the  same  manner  as  a  negotiable  instru- 
ment payable  to  bearer. 

Chatham   Phknix  National  Bank 
AND  Trust  Company, 

Depositary 

By 

Assistant  Trust  Officer 

Now,  Therefore,  this  Agreement  witnesseth,  that  in  order  to  evi- 
dence the  interests  of  the  holders  of  the  Certificates  at  any  time  issued 
and  outstanding  under  this  Agreement,  in  the  shares  of  stock  or  secu- 
rities constituting  a  Unit,  according  to  their  tenor,  purport  and  effect, 
and  to  secure  the  performance  and  observance  of  all  the  covenants  and 
conditions  therein  and  herein  contained,  and  to  declare  the  terms  and 
conditions  upon  which  the  said  Certificates  are  issued,  received  and  held, 
and  for  and  in  consideration  of  the  premises,  and  of  the  sum  of  One 
Dollar  ($1.00)  lawful  money  of  the  United  States  of  America  to  the 
Depositor  duly  paid  by  the  Depositary,  receipt  w^hereof  is  hereby 
acknowledged,  it  is  hereby  agreed  by  the  parties  hereto  as  follows: 

ARTICLE  I 

Issue  of  Diversified  Trustee  Shares,  Series  B 

Section  1.  In  addition  to  the  original  Unit,  at  any  time  and  from 
time  to  time  prior  to  the  termination  of  this  Agreement,  the  Depositor 
may  deposit  an  additional  Unit  or  Units  with  the  Depositary.  When- 
ever shares  of  stock  or  securities  comprising  a  Unit  shall  be  deposited 
with  the  Depositary  in  accordance  with  the  terms  of  this  Agreement,  the 
Depositary  shall  simultaneously  issue  and  deliver,  to  or  upon  the  written 
order  of  the  Depositor,  signed  by  either  its  President  or  a  Vice-President, 
Secretary  or  Treasurer  or  Assistant  Secretary  or  Assistant  Treasurer, 
Certificates  for  one  thousand  (1,000)  Diversified  Trustee  Shares,  Series 
B,  with  coupons  and  appropriate  talons  thereto  attached  substantially 
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in  the  form  hereinbefore  recited  or  with  such  changes  therein  as  the 
Depositary  and  Depositor  may  from  time  to  time  agree  upon  as  provided 
in  this  Agreement,  and  title  to  the  deposited  stocks  and  securities  shall 
thereupon  vest  in  the  respective  Certificate  holders  in  proportion  to  their 
holdings  of  Certificates. 

Each  and  every  Certificate  issued  and  outstanding  hereunder  shall 
rank  pari  passu  with  each  and  every  other  such  Certificate  irrespective  of 
the  date  of  issue  thereof,  and  each  Certificate  shall  represent  ratably  with 
other  Certificates  its  proportionate  interest  in  the  stock  and  securities  of 
the  Companies  held  by  the  Depositary. 

When  originally  issued,  there  shall  be  attached  to  each  Certificate 
which  is  issued  prior  to  October  1,  1947,  a  talon  in  substantially  the  form 
hereinbefore  recited,  and  also  forty  (40)  coupons  numbered  from  one  to 
forty  (1  to  40)  in  the  form  hereinbefore  recited,  representing  such  divi- 
dends to  be  paid  by  the  Depositary  on  such  Certificate  semi-annually 
until  and  including  October  1,  1947;  except  that  prior  to  the  issue  of  any 
Certificate  hereunder,  all  matured  coupons  thereon  shall  be  detached  by 
the  Depositary  and  cancelled. 

The  coupons  and  talons  shall  be  signed  by  the  engraved  or  litho- 
graphed facsimile  signature  of  a  present  or  any  future  assistant  Trust 
Officer  of  the  Depositary. 

All  Certificates  which  are  issued  subsequent  to  October  1,  1947,  shall 
have  affixed  thereto  coupons  representing  dividends  payable  after  the 
date  when  such  Certificates  shall  be  issued  and  the  appropriate  talon  in 
substantially  the  form  hereinbefore  recited,  calling  for  the  delivery  of 
additional  coupons  and  an  additional  talon  upon  the  expiration  of  the 
last  coupon  attached  to  said  Certificate.  If  this  Agreement  has  not  been 
sooner  terminated,  upon  surrender  to  the  Depositary  at  its  principal 
office  in  the  Borough  of  Manhattan,  The  City  of  New  York,  of  said  talon, 
after  the  maturity  of  the  last  of  said  coupons  attached  to  said  Certificate 
and  upon  paj^ment  by  the  holder  of  such  Certificate  to  the  Depositary  of 
the  sum  of  One  Dollar  (SI)  for  each  Certificate,  and  upon  presentation 
of  the  Certificate  for  attachment  thereto  of  the  new  talon  and  coupons, 
the  Depositary  will  sui")ply  to  the  Certificate  holder  additional  coupons 
representing  dividends  to  accrue  thereafter  for  a  period  of  twenty  (20) 
years  and  the  new  talon  calling  for  a  further  talon  and  coupons  at  the 
maturity  of  the  last  coupon  then  attached,  and  in  like  manner  the 
Depositary  will  supply  a  new  talon  and  forty  additional  coupons  at  the 
end  of  each  succeeding  twenty-year  period  thereafter. 

Each  Certificate  shall  be  dated  as  of  the  date  of  issue  by  the  De- 
positary and  shall  be  signed  by  one  duly  authorized  officer  of  the  Depos- 
itary. The  Certificates  shall  be  in  such  denominations  as  the  Depositor 
may  from  time  to  time  determine,  and  the  Certificates  shall  be  num- 
bered in  such  manner  as  the  Depositary  may  determine,  and  if  the 
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Depositary  so  determines,  with  some  distinguishing  letter  prefixed  to 
differentiate  the  several  denominations.  The  number  of  shares  repre- 
sented by  Certificates  which  may  be  issued  by  the  Depositary  hereunder 
shall  not  be  limited;  except  that  the  number  of  shares  issued  in  respect 
of  each  Unit  shall  be  one  thousand  (1,000).  The  Certificates  issued 
hereunder  shall  be  designated  as  "Series  B"  in  order  to  differentiate 
the  Certificates  from  any  other  Certificates  which  may  have  hereto- 
fore been,  or  which  may  hereafter  be  at  any  time,  created  by  the  Depos- 
itor under  any  other  agreement. 

The  Certificates  may  be  engraved  or  lithographed  or  printed  on  en- 
graved background  as  the  Depositor  may  from  time  to  time  determine, 
and  until  Definitive  Certificates  can  be  prepared,  the  Depositary  may 
execute  and  deliver  in  lieu  of  such  Definitive  Certificates  printed  Tem- 
porary Certificates,  substantially  of  the  tenor  and  in  the  form  of  the 
Definitive  Certificates,  with  or  without  coupons  and  talons  and  with 
such  appropriate  omissions,  insertions  and  variations  as  may  be  re- 
quired. Upon  surrender  of  such  Temporary  Certificates  in  exchange 
for  Definitive  Certificates,  the  Depositor  at  its  own  expense  shall  pre- 
pare, and  upon  the  cancellation  of  such  surrendered  Certificates  the 
Depositary  shall  execute  and  deliver  in  exchange  therefor,  Definitive 
Certificates  for  the  same  aggregate  number  of  shares. 

Section  2.  Whenever  any  Certificate  of  any  denomination,  together 
with  the  appropriate  talon  and  all  unmatured  coupons  thereunto  apper- 
taining, shall  be  surrendered  at  the  office  of  the  Depositary  for  exchange 
for  Certificates  of  different  denominations,  the  Depositary  shall  issue  and, 
in  exchange  for  such  surrendered  Certificates,  shall  deliver  Certificates  in 
the  desired  denominations  for  a  like  aggregate  number  of  shares  bearing 
all  unmatured  coupons  and  the  appropriate  talon.  In  every  case  of  ex- 
change, the  surrendered  Certificates  and  the  coupons  and  talon  apper- 
taining thereto,  shall  be  duly  cancelled  by  the  Depositary  and  cremated, 
and  a  certificate  thereof  executed  in  duplicate  by  the  Depositary.  For 
any  exchange  of  Certificates  of  one  denomination  for  Certificates  of  an- 
other denomination,  the  Depositary  at  its  option  may  require  the  pay- 
ment of  a  sum  sufficient  to  reimburse  it  for  any  stamp  tax  or  other 
governmental  charge  connected  therewith  and  also  a  further  sum  not 
exceeding  One  Dollar  ($1.00)  for  each  new  Certificate  issued  upon  such 
exchange. 

The  Depositor  shall  have  the  exclusive  right  to  deposit  with  the  De- 
positary additional  stock  of  the  Companies  from  time  to  time,  but  only 
in  Units  as  defined  in  this  Agreement,  against  which  additional  Diversi- 
fied Trustee  Shares,  Series  B,  in  substantially  the  form  of  said  Cer- 
tificates, coupons  and  talons  hereinbefore  recited,  shall  be  issued  as 
aforesaid. 


342  AMERICAN  INVESTMENT  TRUSTS 

ARTICLE  II 

Securities  Deposited  With  the  Depositary 

Section  3.  In  order  to  enable  the  Depositary  to  perform  its  duties 
hereunder,  certificates  of  the  stock  of  the  Companies  deposited  with  or 
received  by  the  Depositary  from  the  Depositor  shall  be  registered  in  the 
name  of  the  Chatham  Phenix  National  Bank  and  Trust  Company,  or  its 
nominee  or  nominees  and,  subject  to  the  provisions  hereof,  shall  remain  so 
registered  until  the  said  stock  shall  be  transferred  to  the  holders  of  Diver- 
sified Trustee  Shares,  Series  B,  or  sold  or  delivered  as  provided  in  this 
Agreement,  except  that  the  Chatham  Phenix  National  Bank  and  Trust 
Company  may  from  time  to  time  change  the  name  of  its  nominee.  All 
such  stock  standing  in  the  name  of  a  nominee  or  nominees  shall  be  en- 
dorsed in  blank  or  accompanied  by  powers  of  attorney  authorizing 
transfer.  The  Depositor  hereby  guarantees  any  and  all  assignments  of 
any  stock  at  any  time  deposited  by  it  hereunder.  Notwithstanding 
the  registration  of  the  stock  in  the  name  of  the  Depositary,  or  its 
nominee,  the  absolute  ownership  of  all  stocks,  securities  and  property 
deposited  hereunder  shall  be  vested  in  the  respective  Certificate  holders 
in  proportion  to  their  holding  of  Certificates. 

Section  4.  In  every  instance  of  the  deposit  of  additional  Units  under 
this  Agreement,  the  delivered  stock  shall  be  fully  paid  and  shall  carry  all 
dividends  and  all  bonus,  subscription  or  other  rights,  if  any,  carried  by 
and/or  paid  or  payable  on  the  stock  of  the  Companies  at  any  time  during 
the  six  (6)  months  ended  respectively  March  15th  and  September  15th 
immediately  preceding  the  maturity  date  of  each  coupon,  together  with 
any  stocks,  securities,  property,  rights  or  cash  which  may  be  necessary 
to  make  the  Unit  tendered  for  deposit  identical  in  form  and  value  at  the 
time  of  such  deposit  with  all  Units  previously  deposited  and  then  held 
hereunder.  In  every  instance  of  the  deposit  of  additional  stock  under 
this  Agreement  represented  by  said  stock  certificates  in  registered  form 
such  stock  certificates  shall  be  duly  endorsed  and  accompanied  by  proper 
instruments  of  transfer. 

In  the  event  the  payment  to  the  Depositary  by  the  Depositor  of 
dividends,  as  required  in  this  Section,  results  in  the  Depositary  receiving 
the  payments  twice  over  of  any  dividend,  the  amount  of  such  duplicate 
dividend  previously  paid  by  the  Depositor  shall  be  repaid  to  the  Deposi- 
tor by  the  Depositary. 

The  Depositary  shall  not  be  required  to  accept  any  stock  tendered  for 
deposit  hereunder  unless  such  tender  shall  be  accompanied  by  the  pay- 
ment to  the  Depositary,  in  cases  in  which  such  payment  may  be  re- 
quired, of  an  amount  sufficient  to  cover  the  amount  of  any  and  all 
Government  stamp  duties  and  other  taxes  of  any  kind  and  all  transfer 
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fees  or  charges,  if  any,  in  connection  \\'ith  such  deposit  or  in  connection 
with  the  obtaining  of  registration  of  such  stock  of  the  Companies 
in  the  name  of  the  Depositary  or  its  nominee  or  nominees. 

Section  5.  Diversified  Trustee  Shares,  Series  B,  shall  carry  no  right 
to  vote  or  consent  or  otherwise  to  act  in  respect  of  the  stock  deposited 
with  the  Depositary,  but  all  such  rights  shall  be  governed  by  the  fol- 
lowing provisions: 

(a)  Said  rights  shall  be  exercised  solely  by  the  Depositor  as  the 
agent  for  the  Certificate  holders,  either  by  its  President,  Vice-Presi- 
dent, Secretar>'  or  Treasurer. 

(b)  The  Depositary  shall,  upon  written  request  of  the  Depositor, 
from  time  to  time  execute  and  deliver  or  cause  to  be  executed  and 
delivered  to  the  Depositor  or  its  nominee,  sufficient  proxies  or  powers 
of  attorney,  to  vote,  consent  or  otherwise  act  in  respect  to  all  of 
said  stock  for  any  and  all  purposes. 

The  Depositor  will  exercise  its  best  judgment  from  time  to  time  in 
respect  of  such  votes,  consents  or  acts,  but  neither  the  Depositor  nor  the 
Depositary  assumes  any  responsibility  in  respect  of  the  management  of 
the  Companies  nor  in  respect  of  any  vote  or  action  taken  or  consent 
given  by  the  Depositor  in  person  or  by  proxy,  and  neither  the  Deposi- 
tary nor  the  Depositor  nor  the  holder  of  any  such  proxy  or  power  of 
attorney  shall  incur  any  responsibility  by  reason  of  any  error  of  law 
or  mistake  of  fact  or  any  matter  or  thing  done  or  omitted  or  approval 
voted  or  given  or  withheld  by  the  Depositor  or  such  proxy  or  power 
of  attorney  under  this  Agreement,  except  each  for  its  own  wilful  mal- 
feasance; and  the  Depositary  shall  be  under  no  obligation  to  anyone 
with  respect  to  any  action  taken  or  caused  to  be  taken  or  omitted 
pursuant  to  any  such  proxy  or  power  of  attorney. 

ARTICLE  III 

Dividends  on  Certificates 

Section  6.  The  bearer  of  each  Certificate,  until  the  surrender  thereof 
or  until  the  termination  of  this  Agreement  as  herein  provided,  shall  be 
entitled,  on  the  first  day  of  April  and  the  first  day  of  October  in  each 
year,  upon  presentation  and  surrender  of  the  respective  coupons  therefor, 
as  they  severally  mature,  to  receive  at  the  principal  office  of  the  Deposi- 
tary, in  the  Borough  of  Manhattan,  The  City  of  New  York,  dividends 
thereon,  payable  in  dollars  in  currency  of  the  United  States  of  America, 
equal  in  amount  to  that  proportion  of  all  dividends  (as  herein  defined) 
collected  by  the  Depositary,  during  the  six  months  ending,  respectively, 
March  loth  and  September  15th  in  each  year  immediately  preceding 
the  date  for  the  payment  of  dividends  on  the  Certificates,  and  not 
already  paid  out  by  it  upon  the  previous  surrender  of  any  Certificates 
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for  cancellation  as  herein  provided,  less  the  deductions  hereinafter  pro- 
vided, as  the  number  of  shares  represented  by  said  Certificate  shall 
bear  to  the  total  number  of  shares  represented  by  all  the  Certificates 
outstanding  as  of  said  preceding  March  15th  or  September  15th,  as 
the  case  may  be. 

For  all  purposes  of  this  Agreement  the  term  "dividends"  in  respect  of 
the  stock  of  the  Companies  shall  be  deemed  to  mean: 

(a)  all  cash  dividends  and  money  collected  by  the  Depositary  in 
respect  of  the  deposited  stock  or  securities  of  the  Companies; 

(b)  all  the  net  cash  proceeds  derived  from  the  sale  of  any  stock 
dividends  sold  pursuant  to  Section  8  hereof,  scrip  dividends,  sub- 
scription rights,  securities  or  other  property  received  by  or  distribu- 
tion made  to  the  Depositary  in  respect  of  such  deposited  stock  or 
securities  of  the  Companies;  but  shall  not  include  any  common  stock 
(but  shall  include  cash  and  the  proceeds  from  the  sale  of  securities 
and  property  other  than  common  stock)  received  in  respect  of  such 
deposited  stock  upon  the  merger  or  consolidation  of  any  of  the 
Companies  with  any  other  corporation,  or  under  any  arrangement 
of  readjustment  or  of  reorganization,  or  pursuant  to  any  recapi- 
talization, or  which  is  received  from  a  new  company  or  companies 
formed  to  acquire  all  or  substantially  all  the  property  and  assets 
formerly  owned  by  one  of  the  Companies  pursuant  to  Article  IV 
hereof. 

(c)  any  item  defined  as  a  dividend  elsewhere  in  this  Agreement. 
In  the  event  that  the  Depositary  should  be  in  doubt  at  any  time  as 

to  whether  any  property  of  any  description  received  by  it  should  be 
deemed  to  be  a  "dividend"  within  the  foregoing  definition,  it  shall 
be  fully  protected  in  making  any  determination  in  relying  upon  either 
(a)  the  opinion  of  counsel  (who  may  be  counsel  for  the  Depositary 
or  counsel  for  the  Depositor),  or  (b)  the  written  determination  of 
the  Depositor. 

Before  making  any  payment  of  a  dividend  to  the  Certificate  holders, 
the  Depositary  shall  first  deduct  from  the  dividends  collected  by  it,  all 
taxes  or  other  governmental  charges  upon  such  dividends  required  to 
be  retained  or  deducted  therefrom  by  the  Depositary  under  any  present 
or  future  law  of  the  United  States  of  America  or  any  State,  county, 
municipality  or  other  taxing  authority  therein. 

If  at  any  time  the  Depositary  shall  be  required  by  law  or  regulation 
to  disclose  the  name  of  the  owner  of  the  Certificates  and/or  of  the  coupons 
thereto  attached,  in  order  to  avoid  liability  for  any  tax  or  for  any  other 
reason,  the  Depositary  may  require  proof  of  such  ownership,  in  such 
form  as  it  may  determine,  and  the  address  of  such  owner,  as  a  condition 
precedent  to  the  right  of  the  bearer  to  receive  the  dividends  payable 
thereon. 
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Section  7.  The  Depositary  shall  sell  for  cash  everything  (other  than 
cash  and  stock  dividends  except  to  the  extent  that  said  stock  dividends 
are  to  be  sold  pursuant  to  Section  8  hereof),  including  any  securities 
(other  than  common  stocks),  scrip,  or  other  property  which  the  De- 
positor in  order  to  create  additional  Units  was  required  to  deposit  to 
make  the  Unit  tendered  for  deposit  identical  in  form  and  value  at  the 
time  of  such  deposit  with  all  Units  then  held  hereunder,  received  by  it, 
as  soon  after  the  declaration  or  receipt  thereof  as  the  Depositary  shall  in 
its  uncontrolled  discretion  determine  to  be  practicable  and  for  the 
best  interests  of  the  Certificate  holders,  and  shall  add  the  net  pro- 
ceeds derived  from  all  such  sales  to  the  cash  dividends  received  from 
the  Companies  so  that  the  same  shall  be  available  in  cash  for  distri- 
bution to  the  Certificate  holders. 

The  Depositary  shall  make  any  such  sale  at  the  best  price  obtainable 
in  the  open  market  and  in  making  such  sale  the  Depositary  is  hereby  ex- 
pressly authorized  to  use  its  unrestricted  discretion  and  judgment  with- 
out any  liability  on  its  part  whatsoever. 

Section  8.  Stock  dividends,  if  common  stock,  shall  be  retained  and 
added  to  the  respective  Units  deposited,  but  any  fractional  shares  or  odd 
number  of  shares  remaining  over  after  the  division  by  two  of  the  total 
number  of  shares  received  as  a  stock  dividend  on  account  of  or  appor- 
tioned to  any  Unit  hereunder  shall  be  sold  by  the  Depositary.  The 
Depositary  shall  sell  the  same  in  the  open  market,  and  in  the  making 
of  such  sale  the  Depositary  is  hereby  specifically  authorized  to  use  its 
own  unrestricted  judgment  and  discretion  without  any  liability  on  its 
part  whatsoever. 

Section  9.  In  the  event  that  any  coupon  is  not  presented  and  sur- 
rendered to  the  Depositary  within  seven  (7)  years  from  the  due  date  of 
the  same,  then  all  liability  of  the  Depositary  on  such  coupon  shall  cease 
and  all  unpaid  or  unclaimed  dividends  or  distribution  applicable  to  such 
coupon,  which  would  otherwise  have  been  paid  to  the  bearer  of  such  cou- 
pon, shall  be  paid  and  delivered  by  the  Depositary  to  the  Depositor  forth- 
with upon  the  expiration  of  the  said  period  of  seven  (7)  years;  and  the 
Depositor  agrees  that  in  the  event  of  the  presentation  of  any  such  coupon 
thereafter  the  Depositor  will  on  demand  pay  to  the  bearer  of  such 
coupon,  the  amount  payable  thereon. 

ARTICLE  IV 

Redemption  of  Certificates 

Section  10.  The  bearer  of  Certificates  for  Diversified  Trustee  Shares, 
Series  B,  until  the  termination  of  this  Agreement,  as  provided  herein,  upon 
giving  to  the  Depositary  at  its  principal  office  in  The  City  of  New  York 
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three  (3)  days'  notice  in  writing  of  the  intention  of  such  bearer  to  sur- 
render the  same  as  provided  in  this  Agreement,  and  upon  surrender  to 
the  Depositary  on  said  specified  date,  or  within  three  (3)  months  after 
the  termination  of  this  Agreement  without  previous  notice,  of  Certificates 
representing  in  the  aggregate  five  hundred  (500)  Diversified  Trustee 
Shares,  Series  B  or  multiples  thereof,  together  with  all  unmatured  coupons 
and  talons  annexed  thereto,  and  upon  payment  in  cash  to  the  Depositary 
of  the  amount  required  to  pay  any  Government  and  stamp  duties  and 
other  taxes  of  any  kind  and  all  transfer  fees  or  charges  of  any  kind,  if 
any,  in  connection  therewith,  shall  be  entitled  to  receive  one-half  of  the 
shares  of  the  stocks  of  the  Companies  and/or  other  securities  then  con- 
stituting one  Unit  for  each  Certificate  or  Certificates  aggregating  five 
hundred  (500)  Diversified  Trustee  Shares,  Series  B  so  surrendered,  to- 
gether with  all  accumulated  dividends,  if  any,  then  held  and  an  order 
for  the  payment  of  all  dividends  then  receivable,  if  any,  by  the  Depositary 
with  respect  to  such  one-half  Unit.  After  three  (3)  months  have 
elapsed  from  the  date  of  termination  of  this  Agreement,  the  bearers  of 
such  Certificates  shall  only  be  entitled  upon  surrender  thereof  together 
with  all  unmatured  coupons  and  talons  thereon  to  receive  that  pro  rata 
share  of  the  net  proceeds  of  the  sales  of  the  stock  of  the  Companies 
and/or  other  securities  together  with  accumulated  dividends  thereon,  if 
any,  then  remaining  in  the  hands  of  the  Depositary,  represented  by  the 
surrendered  Certificate  or  Certificates. 

The  Depositor  may  at  any  time  on  giving  to  the  Depositary  twenty- 
four  (24)  hours'  written  notice,  duly  signed  by  the  President  or  the  Sec- 
retary or  any  other  duly  authorized  officer  of  the  American  Trustee 
Share' Corporation,  surrender  Certificates  aggregating  five  hundred  (500) 
Diversified  Trustee  Shares,  Series  B  or  multiples  thereof,  and  shall  re- 
ceive in  exchange  one-half  of  the  shares  of  stock  of  the  Companies  and/or 
other  securities  then  constituting  one  Unit  for  each  Certificate  or  Cer- 
tificates aggregating  500  Diversified  Trustee  Shares,  Series  B  surrendered, 
together  with  all  accumulated  dividends,  if  any,  then  held  or  receivable  by 
the  Depositary  with  respect  to  such  one-half  Unit.  Diversified  Trustee 
Shares,  Series  B,  so  surrendered  shall  forthwith  be  cancelled  by  the 
Depositary. 

Section  11.  In  the  event  that  any  Certificate  for  Diversified  Trustee 
Shares,  Series  B,  is  not  surrendered  within  seven  (7)  years  from  the  date 
of  the  termination  of  this  Agreement,  then  all  liability  of  the  Depositary 
on  such  Certificates  shall  cease,  and  the  stock  and  all  moneys  and  other 
property,  which  would  otherwise  have  been  paid  on  such  Certificates 
respectively,  shall  be  paid  and  delivered  by  the  Depositary  to  the  Depos- 
itor forthwith  upon  the  expiration  of  said  period  of  seven  (7)  years;  and 
the  Depositor  hereby  agrees  that,  in  the  event  of  the  presentation  of  such 
Certificates  thereafter,  the  Depositor  will  within  sixty  (60)   days  after 
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demand  pay  to  the  bearer  of  such  Certificates  the  amount  payable  there- 
on; and  also  all  amounts  payable  on  all  matured  coupons  surrendered 
for  cancellation  with  such  Certificates. 

Section  12.  Anything  in  this  Agreement  or  in  the  Certificates  to  the 
contrary  notwithstanding,  in  case  any  one  or  more  of  the  Companies 
merges  or  consolidates  with  any  other  company  or  companies  or  sells  or 
conveys  all  or  substantially  all  of  its  property  as  an  entirety  to  another 
company  or  companies  or  enters  into  or  becomes  party  to  an  arrange- 
ment of  readjustment  or  reorganization  whereby  its  capitalization  is 
increased  or  reduced  or  altered  or  modified  or  in  any  way  changed  or 
whereby  a  new  company  or  companies  are  formed  which  acquire  all  or 
substantially  all  the  property  and  assets  formerly  owned  by  the  com- 
pany, then  and  in  every  such  case,  the  Depositary  shall  exchange  or 
convert  the  stock  or  security  of  such  company  deposited  hereunder, 
for  or  into  the  stock  and/or  securities  and/or  cash  for  which  the  same 
is  exchangeable  or  into  which  it  is  convertible.  Any  cash  so  received 
by  the  Depositary  is  to  be  deemed  for  all  purposes  of  this  Agreement 
as  a  dividend  and  paid  pro  rata  to  the  holders  of  the  Certificates. 

If  under  any  such  arrangement  the  shareholder  is  given  any  option 
as  to  what  he  shall  accept  for  his  stock,  the  Depositary  shall  accept 
whichever  option  the  Depositor,  as  the  agent  of  the  Certificate  holders, 
in  writing,  directs  it  to  accept,  but  if  such  direction  is  not  received  within 
five  (5)  days  prior  to  the  expiration  of  the  offer  the  Depositary  shall 
accept  cash  option  in  so  far  as  cash  is  offered.  All  cash  so  received  by 
the  Depositary  shall  be  deemed  a  "dividend"  for  all  purposes  of  this 
Agreement. 

The  Depositary  shall,  however,  not  be  permitted  to  exchange  the 
shares  of  stock  of  any  of  the  Companies  upon  any  proposed  voluntary  ex- 
change of  shares  of  any  of  such  Companies  for  shares  of  any  new  or  other 
corporation,  whether  of  the  same  or  other  name,  offering  to  exchange  its 
shares  for  the  shares  of  any  of  the  Companies,  and  not  acquiring  all  or 
substantially  all  of  the  property  and  assets  of  any  such  Company  as  an 
entirety. 

The  word  "Unit"  and  the  phrase  "the  stock  of  the  Companies"  as 
herein  and  in  the  Certificates  used  shall  be  deemed  from  time  to  time  to 
refer  to  and  to  embrace  all  the  stock  and  securities  of  any  kind  whatso- 
ever which  the  Depositary  may  then  have  on  deposit  as  herein  permitted 
whether  received  as  a  stock  dividend  or  in  lieu  of  or  in  place  of  the 
stock  of  the  Companies  originally  deposited  hereunder.  Whenever  the 
Depositor  shall  deposit  new  Units  as  herein  permitted,  such  deposit  shall 
consist  of  the  stock  and  securities  which  shall,  as  a  result  of  the  exchanges 
and  conversions  herein  authorized  or  of  the  stock  dividends  herein  pro- 
vided to  be  retained  and  not  sold,  then  constitute  a  Unit  hereunder;  pro- 
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vided  however,  if  any  Company  whose  stock  is  comprised  in  a  Unit 
ceases  to  own  all  or  substantially  all  of  its  property,  whether  by  reason 
of  dissolution,  foreclosure,  merger,  consolidation,  reorganization,  sale  or 
other  arrangement  of  readjustment  of  any  character  whatsoever,  or 
otherwise,  such  deposit  shall  consist  of  the  stocks  of  the  remaining  Com- 
panies whose  stocks  are  then  comprised  in  the  Unit  (unless  pursuant 
to  such  arrangement  and  the  provisions  hereof  the  Depositary  shall  re- 
ceive common  stock  of  another  company  acquiring  all  or  substantially 
all  of  the  property  of  such  Company,  in  lieu  of  or  in  substitution  for 
the  stock  of  such  Company,  which  under  the  terms  hereof  is  to  be 
comprised  in  the  Unit)  together  with,  as  aforesaid,  any  other  cash, 
securities  or  property  required  to  make  the  Unit  or  Units  tendered 
for  deposit  identical  in  form  and  value  at  the  time  of  such  deposit 
with  all  Units  then  held  hereunder.  And,  anj^thing  herein  or  in  the 
Certificates  contained  to  the  contrary  notwithstanding,  the  rights  of 
the  Certificate  holders  upon  any  surrender  of  their  Certificates  or  with 
respect  to  any  dividends  or  otherwise  shall  be  in  and  to  the  stock  and 
securities  deposited  with  the  Depositary  as  the  same  shall  be  constituted 
from  time  to  time  as  the  result  of  the  retention  of  stock  dividends  as 
herein  provided  and  as  the  result  of  exchanges  and  conversions  herein 
authorized  or  otherwise. 

If,  upon  the  making  of  any  exchange  or  conversion  as  herein  author- 
ized, or  upon  receipt  of  any  stock  dividends,  the  Depositary  shall  receive 
stock  in  such  lots  or  amounts  that  the  same  are  only  divisible  in  a 
manner  so  that  in  order  to  distribute  one-half  of  a  Unit  upon  the  sur- 
render in  exchange  of  Certificates  representing  500  shares  or  multiples 
thereof,  it  would  be  necessary,  except  for  the  sale  herein  authorized,  to 
issue  scrip  representing  fractional  interests  or  to  make  some  other  ad- 
justment with  respect  to  fractional  interests,  then  the  Depositary  shall 
treat  that  amount  of  such  stock  which  is  thus  received  and  which  is  in 
excess  of  the  divisible  amount  as  a  "dividend"  and  shall  sell  the  same 
and  distribute  the  proceeds  as  a  dividend  under  the  same  conditions  as  are 
provided  in  Article  III  hereof.  If,  upon  the  making  of  any  conversion 
or  exchange  as  herein  authorized,  the  Depositary  at  any  time  receives 
any  scrip  or  other  fractional  interest  which  does  not  entitle  the  holder 
thereof  to  receive  with  respect  thereto  the  dividends,  interest  or  other 
distribution  payable  with  respect  to  full  interests  as  and  when  paid 
on  such  full  interest,  then  the  Depositary  shall  treat  such  scrip  or 
fractional  interests  as  a  "dividend"  and  shall  sell  the  same  and  dis- 
tribute the  proceeds  as  a  dividend  under  the  same  conditions  as  are 
provided  in  Article  III  hereof. 

Whenever  the  Depositary  shall  make  any  distribution  as  a  "dividend" 
as  herein  provided  which  shall  in  fact  have  been  paid  to  the  Certificate 


APPENDIX  C  349 

holder  out  of  the  principal  of  the  stock  or  securities  held  hereunder,  the 
Depositary  shall,  in  making  such  payment,  on  request  inform  the  Cer- 
tificate holder  in  any  manner  deemed  by  it  appropriate  of  any  informa- 
tion it  may  have  or  may  have  received  in  connection  with  such  dividend 
having  been  made  out  of  principal  and  the  amount  thereof  which  is 
so  made  in  order  that  the  Certificate  holder  who  receives  the  same  may 
properly  account  for  the  same  with  respect  to  any  taxes  payable  by 
him. 

Section  13.  In  the  event  that  a  committee  of  stockholders  of  any  of 
the  Companies  whose  stocks  are  deposited  hereunder  is  formed  for  any 
purpose,  the  Depositor  may  by  written  notice  given  to  the  Depositary 
require  the  Depositary  to  deposit  the  stock  of  such  Company  with  such 
Committee.  Unless  so  requested  by  the  Depositor,  the  Depositary  is  un- 
der no  obligation  to  make  such  deposit.  The  Depositary,  however,  shall 
be  under  no  duty  or  obligation  to  pay  or  cause  to  be  paid  any  assess- 
ment or  sums  of  money  as  part  of  any  plan,  scheme  or  reorganization. 

ARTICLE  V 

Replacement  of  Lost  or  Worn-Out  Certificates 

Section  14.  If  any  Certificate  shall  be  worn  out,  effaced,  destroyed  or 
lost  the  same  may  be  renewed  on  such  evidence  being  produced  as  the 
Depositary  shall  require;  and  (in  case  of  the  wearing  out  or  efface- 
ment)  on  the  surrender  of  the  old  Certificate  with  aU  coupons  and  talons 
thereto  annexed;  and  (in  case  of  destruction  or  loss)  on  the  execution 
and  delivery  to  the  Depositary  of  such  indemnity,  if  any,  as  the  De- 
positary may  require;  and  (in  either  case)  on  payment  of  such  sum 
not  exceeding  One  Dollar  (Si. 00)  per  Certificate  as  the  Depositary 
may  require  from  time  to  time.  In  case  of  destruction  or  loss  the  per- 
son availing  himself  of  the  provisions  of  this  Article  shall  also  pay  to 
the  Depositary  all  expenses  incident  to  the  investigation  of  evidence 
of  such  destruction  or  loss  and  the  replacement  of  such  Certificate. 

ARTICLE  VI 

Termination  of  This  Agreement 

Section   15.  This  Agreement  may  be  terminated  either 

(a)  by  the  Depositor  in  its  unrestricted  discretion  by  written 
notice  delivered  to  the  Depositary  and  by  notice  to  the  Certificate 
holders  given  as  provided  in  Article  VIII  on  a  date  fixed  in  such 
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notice,  which  shall  not  be  less  than  thirty  nor  more  than  sixty  days 
after  the  date  of  the  delivery  of  such  notice,  whenever  the  num- 
ber of  shares  represented  by  Certificates  outstanding  hereunder  shall 
aggregate  less  than  one  hundred  thousand  (100,000)  shares;  or 

(b)  by  the  Depositary  in  its  unrestricted  discretion  on  a  date  to 
be  fixed  by  it,  notice  whereof  shall  be  given  to  the  Certificate  holders 
as  provided  in  Article  VIII  hereof  and  to  the  Depositor  by  mailing 
copy  of  such  notice  to  it  by  registered  mail  (a)  whenever  the  num- 
ber of  shares  represented  by  the  outstanding  Certificates  shall  have 
aggregated  less  than  one  hundred  thousand  (100,000)  shares  for 
a  period  of  one  year  and  the  Depositor  shall  not  have  terminated 
the  agreement,  or  (b)  whenever  at  any  time  the  Depositor  shall 
wind  up  or  liquidate  its  affairs  or  cease  business  or  refuse  or  be 
unable  to  act  hereunder  without  having  assigned  its  rights  to  a  suc- 
cessor Depositor  as  provided  in  Section  34  hereof;  or 

(c)  by  a  decree  or  order  of  any  court  of  competent  jurisdiction. 

This  Agreement  shall  continue  in  full  force  and  effect  until  terminated 
in  the  manner  provided  in  this  Section  15  or  until  all  of  the  Certificates 
outstanding  shall  have  been  surrendered  to  the  Depositary  in  exchange 
for  the  deposited  stock  and/or  securities. 

Section  16.  Upon  the  termination  of  this  Agreement  the  Depositary 
shall  proceed  as  follows: 

(a)  The  Depositary  shall  accept  no  further  deposits  of  Units, 

(b)  Unless  this  Agreement  be  terminated  by  reason  of  the  sur- 
render to  the  Depositary  of  all  Certificates  then  outstanding  here- 
under the  Depositary  shall  give  notice  of  termination  by  advertise- 
ment published  as  provided  in  Article  VIII  hereof,  and  in  such 
notice  shall  call  for  the  surrender,  at  its  principal  oflSce  in  The 
City  of  New  York,  of  the  then  outstanding  Certificates. 

(c)  The  Depositary,  at  any  time  within  three  (3)  months  after 
the  date  of  the  termination  of  this  Agreement,  shall  make  distri- 
bution of  the  deposited  stock  and/or  securities  as  provided  in  Sec- 
tion 10,  Article  IV  hereof. 

After  the  expiration  of  three  (3)  months  from  the  date  of  the 
termination  of  this  Agreement,  the  Depositary  shall  sell  all  stock 
and/or  other  securities  then  remaining  in  its  hands,  in  the  manner 
provided  in  Section  7  hereof  with  respect  to  securities  received  by  it 
as  dividends;  and  the  Depositary  shall  thereupon,  as  soon  as  practica- 
ble, distribute  all  the  net  cash  proceeds  derived  from  such  sale, 
together  with  all  accumulated  dividends  received  on  such  stock 
or  securities,  if  any,  pro  rata  to  the  bearers  of  the  then  outstanding 
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Certificates  upon  surrender  thereof  to  the  Depositary,  with  all  un- 
matured coupons  and  talons  thereunto  appertaining  and  upon  pay- 
ment to  it  of  any  and  all  stamp  or  other  taxes  of  any  kind  and  all 
transfer  fees  or  charges  of  any  kind,  if  any,  in  connection  there- 
with. 

ARTICLE  VII 

Changes  in  Denominations  of  Stock 

Section  17.  In  the  event  of  said  stock  of  the  Companies  being  at  any 
time  divided  into  shares  of  any  denominations  other  than  their  present 
respective  denominations,  or  in  event  by  reason  of  exchanges,  conversions, 
or  stock  dividends,  a  different  number  of  shares  of  a  company  are  em- 
braced in  a  Unit  than  as  originally  constituted,  then  this  Agreement,  and 
all  Diversified  Trustee  Shares,  Series  B  issued  hereunder,  shall  thereafter 
for  all  purposes  be  read  as  though  such  new  denominations  or  number  of 
shares  had  originally  been  referred  to  herein  in  place  of  the  said  present 
respective  denominations  or  number  of  shares  and  each  of  the  said  Di- 
versified Trustee  Shares,  Series  B  shall,  for  all  purposes  under  this  Agree- 
ment, represent  the  same  proportion  in  the  new  Unit  of  whatever  number 
of  shares  it  may  be  constituted,  as  in  the  original  Unit,  namely  one 
one-thousandth  (1/1000).  The  Depositary  shall  not  be  liable  to  any- 
one for  any  action  taken  or  omitted  by  it  pursuant  to  the  provisions  of 
this  Section. 

ARTICLE  VIII 

Notices 

Section  18.  Any  notice,  which  the  Depositary  shall  be  required  to 
give  the  Depositor,  shall  be  given  by  registered  mail  addressed  to  the 
Depositor  at  the  address  stated  herein  or  at  any  address  filed  in  writ- 
ing with  the  Depositary  by  the  Depositor.  Any  notice  to  the  holders 
of  Diversified  Trustee  Shares,  Series  B  shall  be  deemed  to  have  been 
sufficiently  given  if  an  advertisement  containing  such  notice  shall  be 
published  by  the  Depositor  except  as  herein  provided,  in  one  daily  news- 
paper of  general  circulation  published  in  the  Borough  of  Manhattan, 
The  City  of  New  York,  such  advertisement  to  be  inserted  at  least  once 
in  each  calendar  week  (in  each  instance  upon  any  day  of  the  week) 
for  three  successive  weeks.  The  Depositary  shall  be  under  no  obliga- 
tion to  publish  or  issue  any  notices  to  the  holders  of  Diversified  Trustee 
Shares,  Series  B,  except  in  case  of  termination  of  this  Agreement,  and 
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then  the  Depositary,  at  the  expense  of  the  Depositor,  will  publish  adver- 
tisement as  provided  in  paragraph  (b).  Section  16. 

ARTICLE  IX 

Bearers  of  Certificates  Only  Persons  Interested 

Section  19.  The  bearers  of  the  Certificates  for  Diversified  Trustee 
Shares,  Series  B  and  of  the  coupons  and  talons  thereon  shall  be  the  only 
persons  having  any  right  or  title  or  interest  in  or  to  such  Certificates, 
and  the  Depositary  and  the  Depositor  will  recognize  the  bearers  of  said 
Certificates  for  Diversified  Trustee  Shares,  Series  B  or  coupons  or  talons 
thereon  as  the  absolute  owners  thereof  and  shall  not  be  bound  by  any 
notice  to  the  contrary  and  shall  not  be  bound  to  take  notice  or  see 
to  the  execution  of  any  trust  or  mortgage  or  pledge  or  other  instru- 
ment, whether  expressed  or  implied  or  constructive,  to  which  such 
Diversified  Trustee  Shares,  Series  B  or  the  coupons  or  talons  thereof 
may  be  subject;  and  (in  addition  and  without  prejudice  to  the  provisions 
of  this  Agreement  with  respect  to  the  payment  of  dividends  or  distribu- 
tions or  moneys  payable  in  respect  of  the  Certificates)  payment  or 
redemption  as  herein  provided  to  the  bearers  of  such  Certificates  and/or 
coupons  and/or  talons  shall  be  a  complete  discharge  to  the  Depositary 
and  to  the  Depositor  for  any  and  all  dividends  or  distributions  or 
moneys  payable  in  respect  of  such  Diversified  Trustee  Shares,  Series  B 
or  coupons  or  talons,  notwithstanding  any  notice  they  may  have,  ex- 
pressed or  otherwise,  of  the  right,  title,  interest,  claim  or  demand  of 
any  other  person  to  or  in  such  Diversified  Trustee  Shares,  Series  B  or 
coupons  or  talons  or  dividends  or  distributions  of  moneys. 

ARTICLE  X 

Modification  of  Certificates 

Section  20.  The  Depositary  is  hereby  authorized  and  empowered 
from  time  to  time,  with  the  written  approval  of  the  Depositor,  to  modify 
the  form  or  provisions  of  the  Certificates,  the  coupons  or  the  talons,  or 
to  enter  into  any  agreement  or  agreements  with  the  Depositor  or  with  any 
of  the  Companies  intended  to  facilitate  the  collection  of  dividends  or  the 
exercise  of  voting  powers  or  of  any  other  rights,  powers  or  duties  of  the 
Depositary  or  Depositor  in  respect  of  the  deposited  stock  or  securities. 
But  no  modification  shall  be  made  of  the  terms  of  the  Certificates,  the 
coupons  or  the  talons  which  shall  alter  or  affect  the  substantive  rights 
of  the  holders  thereof.  The  Depositary  shall  be  fully  protected  in  rely- 
ing upon  the  opinion  of  its  counsel  as  to  whether  any  action  proposed 
to  be  taken  by  it  is  in  conformity  with  this  section. 
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ARTICLE  XI 
Listing  of  Diversified  Trustee  Shares,  Series  B 

Section  21.  The  Depositary,  when  requested  by  the  Depositor,  shall 
at  the  expense  of  the  Depositor  take  whatever  steps  are  requested  by  the 
Depositor  to  enable  the  Depositor  to  cause  said  Diversified  Trustee 
Shares,  Series  B,  to  be  quoted  or  dealt  in  on  any  Exchange  designated  by 
the  Depositor  in  such  request. 

ARTICLE  XII 

Resignation  and  Substitution  of  Depositary 

Section  22.  Any  Company  or  Corporation  into  which  the  Depositary 
or  any  successor  to  it,  may  be  merged,  or  with  which  it  or  any  such  suc- 
cessor to  it  may  be  consolidated,  or  any  Company  or  Corporation  re- 
sulting from  any  merger  or  consolidation  to  which  the  Depositary,  or 
any  such  successor  to  it,  shall  be  a  party,  provided  such  Company  or 
Corporation  shall  be  a  Company  or  Corporation  incorporated  under 
the  laws  of  the  United  States  of  America,  or  under  the  laws  of  the 
State  of  New  York,  and  having  an  office  in  the  Borough  of  Manhattan, 
The  City  of  New  York,  shall  be  successor  Depositary  under  this  Agree- 
ment, without  the  execution  or  filing  of  any  paper  or  any  further  act 
on  the  part  of  any  of  the  parties  hereto,  anything  written  to  the  con- 
trary notwithstanding. 

Section  23.  On  written  notice  served  upon  the  Depositor,  the  De- 
positary may  resign  and  be  discharged  from  its  undertakings  and  duties 
hereunder.  The  resignation  of  the  Depositary  shall  take  effect  on  the  day 
specified  in  such  notice  of  resignation  which  day  shall  not  be  less  than 
three  (3)  months  from  the  day  of  such  service,  unless  previously  to  the 
day  so  fixed  in  any  such  notice  a  successor  Depositary  shall  have  been 
appointed  and  shall  have  accepted  such  appointment,  in  the  manner 
herein  provided,  in  which  event  such  resignation  shall  take  effect  im- 
mediately on  the  appointment  of,  and  the  acceptance  of  such  appoint- 
ment, by  such  successor  Depositary.  Whenever  notice  of  resignation  of 
the  Depositary  shall  have  been  given,  as  above  provided,  the  Depositor 
or  the  holders  of  Certificates  representing  a  majority  in  amount  of 
Diversified  Trustee  Shares,  Series  B  at  the  time  outstanding  hereunder, 
may  appoint  a  successor  Depositary,  which  successor  Depositary  shall 
be  a  Trust  Company  doing  business  in  The  City  of  New  York,  if  there 
be  found  such  a  one  willing  to  act.  The  Depositor  agrees  that  in  such 
case  it  will  forthwith  appoint  a  successor  Depositary  to  the  Depositary 
so  resigning,  but  any  such  Depositary  so  appointed  by  the  Depositor 


354  AMERICAN  INVESTMENT  TRUSTS 

shall  ipso  facto  be  superseded  by  a  successor  Depositary  appointed  by 
the  holders  of  Certificates  representing  a  majority  in  amount  of  the 
Diversified  Trustee  Shares,  Series  B  then  outstanding. 

Section  24.  Every  such  appointment,  whether  by  the  Depositor  or  by 
the  holders  of  Certificates  for  Diversified  Trustee  Shares,  Series  B,  shall 
be  in  writing  and  executed  in  duplicate.  One  original  thereof  shall  be 
filed  with  the  Depositary  ceasing  to  act,  together  with  the  written  accept- 
ance of  such  appointment  by  the  successor  Depositary,  and  one  original 
thereof  with  the  successor  Depositary;  and  such  filing  of  such  appoint- 
ment and  acceptance  without  further  act  shall  complete  the  appoint- 
ment of  the  successor  Depositary  as  such. 

Section  25.  Immediately  upon  the  filing  of  such  notice  of  appoint- 
ment and  acceptance  with  the  retiring  Depositary,  the  successor  Deposi- 
tary named  therein,  without  any  further  act,  deed,  conveyance  or  trans- 
fer, shall  succeed  to  the  rights,  powers,  duties  and  obligations  of  its 
predecessor  as  Depositary  hereunder,  with  like  effect  as  if  originally 
named  as  the  Depositary  herein  including  the  right  to  issue  over  its 
own  name  Certificates  for  Diversified  Trustee  Shares,  Series  B  and  cou- 
pons or  talons  therefor  substantially  otherwise  in  the  form  hereinbefore 
recited,  or  as  at  the  time  may  be  in  use  by  the  retiring  Depositary,  in 
exchange  for  Certificates  for  Diversified  Trustee  Shares,  Series  B  or 
against  deposit  with  it  of  additional  stock  of  the  Companies  as  herein 
provided.  The  retiring  Depositary,  upon  the  written  demand  of  its 
successor,  shall  deliver  to  the  successor  Depositary  the  stock  of  the 
Companies  then  held  by  it  hereunder,  and  the  necessary  transfer  or 
other  instruments  duly  executed,  together  with  any  and  all  moneys 
and  securities  and  property  of  every  kind  held  by  it  hereunder;  and 
all  liability  on  the  part  of  the  retiring  Depositary  to  the  holders  of  its 
Certificates  or  coupons  then  outstanding  with  respect  to  the  property 
so  delivered,  or  any  part  thereof,  shall  immediately  cease  and  determine 
and  all  outstanding  Certificates  and  coupons  and  talons  for  all  purposes 
shall  be  treated  and  regarded  as  Certificates  and  coupons  and  talons 
executed  by  such  successor  Depositary  as  fully  to  all  intents  and  pur- 
poses as  though  executed  by  and  in  the  name  of  such  successor  Depos- 
itary. 

Sbctign  26.  The  filing  of  the  notice  of  appointment  of  a  successor 
Depositary  and  acceptance  thereof  in  the  manner  aforesaid,  and  such  writ- 
ten demand  of  the  successor  Depositary  for  the  delivery  of  the  property 
held  by  its  predecessor,  as  aforesaid,  and  the  receipt  of  the  successor  De- 
positary for  such  property,  shall  constitute  a  full  and  complete  discharge 
of  the  retiring  Depositary  of  and  from  any  and  all  obligations  respecting 
the  property  delivered  to  the  successor  Depositary  and  of  and  from  all 
obligations  of  any  and  every  kind  hereunder.  The  retiring  Depositary 
shall  execute  and  deliver  all  such  transfers  and/or  other  instruments,  and 
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do  all  such  things  as  may  reasonably  be  required,  for  more  fully  and 
certainly  effecting  the  substitution  of  the  successor  Depositary  as  Depos- 
itary hereunder. 

ARTICLE  XIII 

Particular  Rights,  Duties  arid  Covenants  of  the  Depositary 

Section  27.  Neither  the  Depositary  herein  named  nor  any  successor 
or  other  Depositary  hereafter  ai)pointed  shall  make  any  charge  (other 
than  as  hereinbefore  specified)  to  the  holders  of  Certificates  for  Diversi- 
fied Trustee  Shares,  Series  B  for  its  services  or  expenses  hereunder; 
except,  however,  that  in  the  event  of  the  Depositary,  at  any  time  after 
the  execution  of  this  Agreement,  making  any  disbursements  of  moneys 
or  incurring  any  expense  in  defense  of  this  Agreement  or  to  protect  the 
interests  and  rights  of  the  holders  of  Diversified  Trustee  Shares,  Series 
B  or  for  or  in  connection  with  the  duties  imposed  upon  it  by  this 
Agreement  (unless  such  disbursements  paid  or  incurred  are  other\\;ise 
provided  for  in  this  Agreement),  the  Depositary  shall  have  a  lien 
therefor  (anything  herein  contained  notwithstanding)  upon  all  divi- 
dends, whether  cash  or  stock  dividends,  received  by  it  in  respect  of 
the  stock  of  the  Companies  deposited  hereunder  and  shall  be  reim- 
bursed therefor  before  the  payment  of  any  dividend  thereafter  accru- 
ing on  any  coupon  attached  to  the  Certificates  for  Diversified  Trustee 
Shares,  Series  B  and  before  the  redemption  of  such  Certificates  as  herein 
provided.  The  Depositary  shall  under  no  circumstances  be  liable  to  pay 
any  interest  on  any  moneys  on  deposit  with  it  under  this  Agreement  for 
any  purpose. 

Section  28.  The  Depositary  hereby  covenants  and  agrees  that  any 
person  or  persons  named  by  it  as  nominees  to  hold  any  stock  deposited 
hereunder  or  received  from  the  Companies  in  respect  of  such  deposited 
stock,  shall  not  vote  the  stock  nor  pledge,  sell,  or  otherwise  dispose  of  the 
same  nor  exercise  any  right  to  vote  or  consent  respecting  such  stock,  nor 
issue  any  proxy  or  power  of  attorney  thereon,  nor  exercise  any  other  right 
of  ownership  except  as  provided  in  this  Agreement. 

Section  29.  The  Depositary  shall  not  be  under  any  obligations  to 
appear  in,  prosecute  or  defend  any  action  in  respect  of  the  provisions 
hereof,  or  in  respect  of  the  deposited  stock  of  the  Companies,  which,  in 
its  opinion,  will  or  might  involve  it  in  expense  or  liability  unless  the 
Depositor  or  one  or  more  of  the  holders  of  the  Certificates  for  Diversi- 
fied Trustee  Shares,  Series  B  shall,  as  often  as  required  by  the  Depositary, 
furnish  it  indemnity  satisfactory  to  it  against  such  expense  or  liability. 

Section  30.  The  Depositary  shall  be  protected  and  shall  incur  no 
liability   in    respect   of   any   action   taken   or   thing   suffered   by   it    in 
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reliance  upon  any  notice,  resolution,  direction,  consent,  certificate,  affi- 
davit, statement,  certificate  of  stock,  plan  of  reorganization,  or  other 
paper  or  document  believed  by  it  to  be  genuine  and  to  have  been  passed 
or  signed  by  the  proper  parties. 

Section  31.  Except  as  provided  in  Section  28  hereof  the  Depositary 
shall  not  be  answerable  for  the  default  or  misconduct  of  any  agent  or 
attorney  employed  or  appointed  by  it  in  pursuance  hereof,  if  such  agent 
or  attorney  shall  have  been  selected  with  reasonable  care;  nor  for 
decision  or  act  or  anything  whatever  in  connection  with  its  duties  here- 
under, except  its  own  wilful  misconduct  or  gross  negligence  and  that 
of  its  own  servants  and  employees. 

Section  32.  In  the  event  of  the  liquidation  or  dissolution  of  any  of 
the  Companies,  or  if  for  any  other  reason  it  becomes  impossible  or  im- 
practicable to  carry  out  the  provisions  of  this  Agreement,  the  Depositary 
does  not  assume  and  shall  not  incur  any  liability  therefor  or  thereby, 
nor  in  respect  of  any  action  taken  by  it  as  the  custodian  of  the  stock 
deposited  or  which  may  be  received  hereunder,  and  the  Depositary 
does  not  assume  and  shall  not  incur  any  liability  to  any  one  by  reason 
of  any  error  of  law  or  any  matter  or  thing  done  or  suffered  or  omitted 
to  be  done  by  it  in  good  faith,  in  or  about  such  liquidation  or  dissolution 
of  any  of  the  Companies;  nor  shall  the  Depositary  nor  the  Depositor 
be  responsible  or  liable  in  any  way  to  any  one  in  these  respects. 

Section  33.  The  Depositary  does  not  assume  and  shall  not  incur  any 
liability  to  any  holder  of  the  Certificates  or  to  the  Depositor,  nor  shall 
the  Depositor  be  responsible  to  any  holder  of  bearer  certificates,  nor  to 
the  Depositary,  if  by  reason  of  any  provision  of  any  present  or  future 
law  of  the  United  States  of  America,  or  of  any  State  thereof,  or  of 
any  decree,  order  or  judgment  of  any  Court  of  the  United  States  of 
America,  or  any  State  thereof,  either  the  Depositary  or  the  Depositor 
shall  be  hindered,  prevented  or  forbidden  from  doing  or  performing 
any  act  or  thing  which,  by  the  terms  hereof,  it  is  provided  that  either 
of  them  shall  do  or  perform. 

ARTICLE  XIV 

Particular  Rights,  Duties  and  Covenants  of  the  Depositor 

Section  34.  The  Depositor  for  the  time  being  hereunder,  may  assign 
all  its  rights  hereunder  as  such  Depositor  to  any  other  person,  firm,  bank- 
ing house,  institution  or  corporation;  provided  that  the  Company  or  the 
person,  firm,  banking  house,  institution  or  corporation  to  which  such 
assignment  shall  have  been  made  shall  file  with  the  Depositary  an  instru- 
ment in  writing,  whereby  it  shall  assume  to  the  Depositary  and  the  hold- 
ers of  all  Certificates  issued  hereunder  jointly  and  severally  all  the  ob- 
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ligations  of  the  assigning  Depositor,  if  any,  hereunder,  and  thereupon 
the  said  assigning  Depositor  shall  be  absolved  and  released  from  all 
further  obligation,  if  any,  hereunder,  and  shall  thenceforth  cease  to  be 
a  party  hereto,  and  thereafter  such  successor  Depositor  may  execute  all 
the  powers  and  enjoy  all  the  rights  and  be  subject  to  all  the  duties  and 
obligations,  if  any,  of  the  Depositor  hereunder  as  fully  as  though  such 
successor  Depositor  had  been  originally  named  as  a  party  hereto. 

Section  35.  The  Depositor  shall  make  no  charge  for  its  service 
hereunder,  but  it  shall  be  entitled  to  retain  for  its  own  use  and  that  of  its 
associates  its  profits  upon  the  purchase  or  sale  of  Certificates  for  Diversi- 
fied Trustee  Shares,  Series  B  and/or  the  stocks  of  the  Companies  and/or 
other  securities,  and  for  its  own  use  any  benefits  accruing  to  it  under 
this  Agreement. 

ARTICLE  XV 

General  Provisions 

Section  36.  The  Depositor  and  the  Depositary  may  each  become  the 
owner  of  Certificates  for  Diversified  Trustee  Shares,  Series  B  with  the 
same  rights  which  either  would  have  if  not  parties  to  this  Agreement  as 
the  Depositor  and  the  Depositary,  respectively. 

Section  37.  Neither  the  Depositary  nor  the  Depositor  shall  be  liable 
to  the  holder  or  holders  of  any  Certificate  or  otherwise  for  any  pay- 
ments made  by  either  of  them  in  good  faith  to  any  duly  empowered 
fiscal  authority  in  the  United  States  of  America  or  for  taxes  upon  the 
stock  of  the  Companies  deposited  hereunder,  or  upon  said  Certificates 
for  Diversified  Trustee  Shares,  Series  B,  and/or  dividends  (whether 
in  cash  or  stock  or  otherwise)  payable  thereon. 

Section  38.  The  Depositary  and  the  Depositor  may  rely  upon  the  ad- 
vice of  solicitors  or  counsel,  who  may  be  the  solicitors  or  counsel  for  the 
Depositary  or  for  the  Depositor  or  for  the  Companies,  and  upon  state- 
ments of  accountants,  brokers  and  other  persons  believed  by  it  or  them 
in  good  faith  to  be  expert  in  relation  to  the  matter  upon  which  they 
are  consulted;  and  for  anything  done  or  suffered  in  good  faith  based 
on  such  advice  and/or  information,  neither  the  Depositary  nor  the 
Depositor  shall  be  liable  to  anyone,  except  as  provided  in  Sections  28 
and  31  hereof. 

Section  39.  For  anything  done  or  suffered  by  the  Depositor  in  good 
faith  in  accordance  with  the  reqquest  or  advice  of,  or  based  upon  infonna- 
tion  furnished  by  the  Depositary  or  the  Companies,  the  Depositor  shall 
not  incur  liability  to  anyone.  For  anything  done  or  suffered  by  the 
Depositary  in  good  faith  in  accordance  with  the  request  or  advice  of, 
or  based  upon  information  furnished  by  the  Depositor  or  the  Companies, 
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the  Depositary  shall  not  incur  liability  to  anyone.  By  no  implication 
or  construction  whatsoever,  shall  any  liability  to  anyone  be  placed  upon 
the  Depositor  or  Depositary  under  this  Agreement,  except  such  liability 
be  expressly  assumed  by  it  or  them  herein. 

Section  40.  Whenever  under  this  Agreement,  any  dividend  is  to  be 
paid  or  any  distribution  is  to  be  made  to  holders  of  Certificates  for 
Diversified  Trustee  Shares,  Series  B  or  any  act  or  things  to  be  done  by  the 
Depositary  or  the  Depositor  hereunder  on  any  specified  day,  and  such 
specified  day  falls  on  a  Sunday  or  legal  holiday,  then  such  dividends 
shall  be  paid  or  distribution  shall  be  made  or  such  act  or  things  shall 
be  done  on  the  business  day  next  following  the  day  so  specified. 

Section-  41.  Nothing  in  this  Agreement  or  in  any  Certificate  for 
Diversified  Trustee  Shares,  Series  B  or  coupons  or  talons  thereof  is 
intended  to  or  shall  be  construed  to  give  any  person  or  corporation  other 
than  the  parties  hereto  any  legal  or  equitable  or  other  right,  remedy  or 
claim  under  or  in  respect  of  this  Agreement,  or  any  such  Certificate, 
coupon  or  talon  or  any  covenant,  condition  or  provision  herein  or  therein 
contained,  all  such  covenants,  conditions  and  provisions  being  intended 
to  be  and  being  for  the  sole  and  exclusive  benefit  of  the  parties  hereto, 
their  respective  successors,  personal  representatives  and  assigns.  All 
questions  concerning  the  terms,  provisions,  and  effect  of  this  Agreement 
or  of  the  Certificates,  coupons  or  talons  issued  hereunder,  shall  be  de- 
termined exclusively  according  to  the  Laws  of  the  State  of  New  York, 
U.  S.  A.,  and  shall  be  adjudicated  solely  by  the  proper  Tribunals  in 
said  State.  In  any  judicial  proceeding  to  determine  questions  under  this 
Agreement,  every  holder  of  any  Certificate,  coupon  or  talon  issued  here- 
under shall  be  deemed  to  be  duly  represented  by  the  Depositary  for  all 
purposes,  if  the  Depositary  shall  be  a  party  to  such  proceeding  and  as 
such  shall  duly  appear  before  the  Court  or  Tribunal  in  which  such  pro- 
ceeding shall  be  pending,  but  the  Depositary  shall  not  be  required  so 
to  appear  unless  requested  and  indemnified  as  hereinbefore  provided. 

Section  42.  The  covenants  contained  in  this  Agreement  on  the  part 
of  the  Depositary  and  Depositor  are  several  and  not  joint  and  neither  acts 
for  nor  is  responsible  for  any  failure  or  performance  by  the  other,  and  no 
party  shall  be  liable  to  any  other  party  by  reason  of  any  matter  or  thing 
herein  contained,  unless  such  party  shall  have  expressly  so  covenanted. 

Section  43.  Neither  the  Depositary,  nor  the  Depositor,  shall  be  re- 
sponsible in  any  way  whatsoever  for  the  recitals  herein  contained  nor  for 
any  other  thing  except  each  for  its  own  wilful  acts  or  for  any  statement 
of  fact  herein  made  or  representation  or  warranty  implied  therefrom,  or 
for  the  failure  of  any  of  the  Companies  to  carry  out  any  Agreement  on 
its  part,  nor  shall  the  Depositary  be  responsible  for  the  acts  or  omis- 
sions of  the  Depositor  nor  the  Depositor  for  the  acts  or  omissions  of  the 
Depositary. 
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ARTICLE  XVI 

Definitions 

Section  44.  The  term  "Depositary"  shall  include  any  nominee  or 
nominees  of  the  Depositary  and  any  successor  company  succeeding  to  the 
rights  of  the  Depositary  herein  named  by  appointment  or  by  agreement 
of  the  parties  hereto  or  by  operation  of  law.  The  term  "Depositor"  shall 
include  not  only  the  Depositor  herein  named  but  its  successor  and  as- 
signees and  its  nominees  and  any  other  person  or  corporation  succeeding 
to  the  rights  of  the  Depositor  herein  named  whether  by  assignment 
or  by  agreement  between  the  parties  or  by  operation  of  law.  The  word 
holder  or  holders,  owner  or  owners  where  used  herein  or  in  respect  to 
the  Certificates  shall  be  taken  to  mean  the  bearer  or  bearers  thereof. 

ARTICLE  XVII 

Counter-parts 

Section  45.  This  Agreement  may  be  executed  in  three  counterparts, 
each  of  which  so  executed  shall  be  deemed  to  be  an  original,  but  such 
counterparts  shall  together  constitute  but  one  and  the  same  instrument. 
The  date  of  this  Agreement,  to  wit  November  1,  1927,  is  intended  as  and 
for  a  date  for  the  identification  of  the  Agreement,  and  is  not  intended  to 
indicate  that  it  was  executed  and  delivered  on  said  date,  or  that  the 
Diversified  Tnistee  Shares,  Series  B,  were  authorized  on  or  before  said 
date,  this  Agreement  being  executed  and  delivered  as  of  the  date  of  the 
acknowledgment  hereof. 

In  witness  whereof  the  Depositor  and  the  Depositary  have  caused 
their  corporate  seals  to  be  hereunto  fixed  as  of  the  day  and  year  first  above 
written;  and  the  parties  of  the  third  part,  from  time  to  time,  will  ex- 
press conclusively  their  assent  hereto  by  accepting  the  Certificates  to  be 
issued  hereunder. 

American  Trustee  Share  Corporation 

Depositor 

(Corporate  Seal)  By  W,  Irving  Throckmorton 

President 

Attest: 
By  J.  F.  Fowler,  Jr. 
Secretary. 
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Chatham  Phenix  National  Bank 
AND  Trust  Company 
(Corporate  Seal)  Depositary 

By  Jas.  F.  McNamara 

Vice-President 

Attest: 
W.  E.  McHarg 

Assistant  Cashier. 


State  of  New  York       ) 
County  of  New  York  J 


ss. 


On  this  17th  day  of  November,  1927,  before  me  personally  came  W. 
Irving  Throckmorton,  to  me  known,  who  being  by  me  duly  sworn,  did 
depose  and  say  that  he  resides  in  the  Town  of  Westfield  in  the  County  of 
Union  and  State  of  New  Jersey;  that  he  is  the  President  of  the  American 
Trustee  Share  Corporation,  one  of  the  corporations  described  in  and 
which  executed  the  foregoing  instrument;  that  he  knows  the  corporate 
seal  of  said  corporation;  that  the  seal  affixed  to  said  instrument  is  such 
corporate  seal;  that  it  was  so  affixed  by  authority  of  the  Board  of 
Directors  of  said  Corporation,  and  that  he  signed  his  name  thereto  as 
such  officer  by  like  authority. 

G.  EDWIN  ROLL 
Notary  Public 

Clerk's  Nos.  Kings  Co.  371,  New  York  Co.  79 
Register's  Nos.  Kings  Co.  9058,  New  York  Co.  9111 
My  commission  expires  March  30,  1929 
[seal] 

State  of  New  York       \ 

>ss  * 
County  of  New  York] 

On  this  17th  day  of  November,  1927,  before  me  personally  came  Jas. 
F.  McNamara,  to  me  known,  who  being  by  me  duly  sworn,  did  depose 
and  say  that  he  resides  in  the  County  of  Queens,  New  York;  that  he  is 
the  Vice-President  of  the  Chatham  Phenix  National  Bank  and 
Trust  Company,  one  of  the  corporations  described  in  and  which  executed 
the  foregoing  instrument;  that  he  knows  the  corporate  seal  of  said  cor- 
poration; that  the  seal  affixed  to  said  instrument  is  such  corporate  seal; 
that  it  was  so  affixed  by  authority  of  the  Board  of  Directors  of  said 
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Corporation,  and  that  he  signed  his  name  thereto  as  such  officer  by  like 

authority. 

G.  EDWIN  ROLL 
Notary  Public 

Clerk's  Nos.  Kings  Co.  371,  New  York  Co.  79 
Register's  Nos.  Kings  Co.  9058,  New  York  Co.  9111 
My  commission  expires  March  30,  1929 

[seal] 
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SPECIMEN  REPORTS 


ANNUAL  REPORT 

OF  THE 

STANDARD  INVESTING  CORPORATION 

59  Wall  Street, 
New  York,  N.  Y., 
March  23,  1928. 

TO  THE  STOCKHOLDERS: 

Appended  hereto  is  the  balance  sheet  of  the  Standard  Investing  Corpo- 
ration as  of  February  29,  1928;  also  profit  and  loss  statement  for  the 
fiscal  year  ended  February  29,  1928. 

The  Standard  Investing  Corporation  commenced  business  on  March  1, 
1927  and  it  seems  worth  while  in  this  first  annual  report  to  outline  briefly 
the  objectives  which  your  Directors  have  had  in  view  in  conducting  the 
first  year's  operations. 

The  total  capital  raised  during  the  past  year  by  the  sale  of  securities 
to  the  public  has  been  $10,000,000,  of  which  $4,500,000  is  in  the  form 
of  10-year  5%  debentures,  $4,000,000  is  represented  by  Preferred  Stock, 
$5.50  Dividend  Series,  and  $1,500,000  is  represented  by  Preferred  Stock, 
$6  Dividend  Series,  and  Common  Stock.  The  total  commissions  paid  for 
raising  this  capital  amounted  to  $2.80  per  $100  of  capital  funds.  The 
Ten  Year  5%  Debentures  of  the  Corporation  were  originally  issued  with 
warrants  attached,  entitling  the  holders  to  receive  on  March  1,  1930  ten 
shares  of  conamon  stock  for  each  $1,000  principal  amount  of  Debentures. 
The  agreement  under  which  the  common  stock  was  deposited  against  the 
warrants  permitted,  however,  advancing  the  date  for  receipt  of  stock. 
In  pursuance  of  this  provision,  it  has  now  been  determined  to  permit 
the  exercise  of  the  warrants  on  and  after  April  2,  1928.  Accordingly, 
as  from  such  date,  the  Debentures,  with  warrants  attached,  may  be 
presented  to  The  New  York  Trust  Company  for  detaching  of  the  war- 
rants and  the  issue  of  common  stock  certificates  against  them. 

The  Preferred  Stock,  $5.50  Dividend  Series,  carries  warrant  privileges 

362 


APPENDIX  D  363 

entitling  the  holder  to  subscribe  to  common  stock  over  a  specified  term 
of  years  at  a  specified  scale  of  prices  and  the  Preferred  Stock,  S6 
Dividend  Series,  carries  a  conversion  privilege. 

It  has  been  the  aim  of  the  Directors  to  keep  operating  expenses  at  a 
minimum  figure,  and  there  are  no  management  fees  paid  to  the  banking 
houses  interested  in  this  corporation.  Brokerage  and  custody  charges 
are,  of  course,  made  at  the  customary  figure  and  the  direct  cost  of 
salaries  and  directors'  fees  is  listed  in  the  attached  income  account. 

DIVERSITY  OF  HOLDINGS: 

There  is  enclosed  herewith  a  list  of  securities  held  by  the  corporation 
on  February  29,  1928.  This  indicates  that  the  diversity  is  very  broad. 
The  portfolio  contains  over  one  hundred  and  fifty  items,  and  it  has 
been  the  policy  of  your  Directors  not  to  invest  disproportionately  large 
amounts  in  any  one  security. 

We  have  felt  somewhat  cautious  about  the  general  price  level  of 
American  stocks  at  this  time,  and  it  has  seemed  wise  to  carry  a  reasonably 
large  amount  of  our  portfolio  in  bonds  having  a  broad  market.  The 
amount  of  cash  and  call  loans  shown  in  the  attached  balance  sheet  is 
somewhat  larger  than  may  normally  be  expected,  owing  to  the  receipt 
on  February  15,  1928  of  the  funds  derived  from  the  sale  of  the  Pre- 
ferred Stock,  $5.50  Dividend  Series. 

FOREIGN  STOCKS: 

Your  directors  have  believed  that  there  were  several  foreign  countries 
where  general  conditions  and  the  price  level  in  the  security  markets 
indicated  that  the  last  twelve  months  were  a  favorable  time  for  invest- 
ment. In  each  of  these  countries,  we  have  had  the  benefit  of  the  advice 
either  of  a  resident  agent  of  one  of  the  affiliated  banking  houses,  or  of  a 
leading  local  bank.  We  have  avoided  what  might  be  called  specialty  in- 
vestments in  the  foreign  field,  and  have  endeavored  to  confine  our  pur- 
chases to  securities  of  a  leading  character  and  having  an  open  market. 

PUBLICITY: 

Your  directors  believe  that  the  management  of  an  investment  com- 
pany should  give  such  detailed  information  as  will  permit  the  stock- 
holders to  form  an  independent  judgment  of  the  character  and  policy  of 
the  company.  While  recognizing  that  our  portfolio  is  subject  to  frequent 
changes  in  detail,  we,  nevertheless,  feel  that  it  is  in  accord  with  this 
policy  to  publish  the  list  of  our  portfolio,  as  of  February  29,  1928. 

EARNINGS: 

The  earnings  shown  for  the  twelve-months'  period  should  be  regarded 
as  applying  against  an  average  investment  during  that  period  of  $6,166,- 
666.     It  should  be  noted  that  the  funds  derived  from  the  last  issue 
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of  preferred  stock  have  only  been  available  for  a  few  weeks  as  earning 
assets. 
By  order  of  the  Board  of  Directors. 

RAY  MORRIS, 

President. 

Capitalization,  February  29,  1928 

Funded  Debt:" 

Ten  Year  5%  Gold  Debentures,  due  March  1,  1937 $4,500,000.00 

Each  debenture  carries  a  warrant  entithng  the  holder  to 
receive  without  cost  10  shares  of  common  stock.  As  out- 
lined in  the  report  to  stockholders,  this  stock  will  be  dehver- 
able  on  and  after  April  2,  1928. 

Stock: 

Preferred — authorized,  100,000  shares  without  par  value. 
Outstanding: 

S6.00  Dividend  Series,  15,000  shares 1,350,000.00 

This  stock  is  convertible,  each  share  into  4  shares  of 
common. 

$5.50  Dividend  Series,  40,000  shares 4,000,000.00 

Each  share  carries  a  non-detachable  warrant  to  buy 
one  share  of  common  stock  at  $30  per  share  on  or 
before  December  31st,  1930,  at  $35  per  share  on  or 
before  December  31st,  1933,  and  at  $40  per  share  on  or 
before  December  31st,  1937. 

Common — authorized  185,000  shares  without  par  value ;  60,000 
shares  reserved  for  conversion  of  preferred  stock, 
$6.00  Dividend  Series;  40,000  shares  reserved  against 
exercise  of  warrants  attached  to  preferred  stock, 
$5. 50  Dividend  Series ;  issued  (including  45,000  shares 
deposited  against  debenture  warrants) — 85,000 
shares 85,000.00 


$9,935,000.00 
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Balance  Sheet,  February  29,  1928 
Assets 
Investments 

Foreign  Bonds                                                     Market  Value  Cost 

External  Dollar  Bonds $  2,095,370  $2,107,380.16 

♦External  Foreign  Currency  Bonds 204,370  206,312.40 

♦Internal  Bonds 204,980  200,811.70 

Domestic  Bonds 412,500  409,016.20 

Domestic  Stocks 

Rails 1,020,500  1,022,350.00 

Industrials 1,690,400  1,644,438.50 

Utilities 1,242,380  1,169,889.35 

Banks 153,150  153,720.25 

♦Foreign  Stocks 

Austrian 43,200  46,350.00 

Belgian 252,965  230,755.92 

British 114,910  108,374.38 

Danish 294,800  281,741.42 

Dutch 334,275  304,576.32 

Finnish 236,540  198,948.02 

French 270,260  234,226.48 

German 161,320  150,542.01 

Hungarian 68,015  59,834.28 

Swedish 234,160  201,813.54 


Totals 9,034,095  8,731,080.93 

Advances,  Loans,  etc 531 ,850 .  11 

Cash 55,208.37 

Call  Loans 700,000.00 

Accrued  Interest  Receivable 67 ,  555 .  94 

Deferred  Charges 

Unamortized  discount  on  debentures 162,000.00 

Organization  and  Financing  Expenses.  .  .  .     112,368.62  274, 368. 62 


$10,360,063.97 


*  Values  of  securities  quoted  only  in  foreign  markets  are  of  varied 
dates  shortly  previous  to  February  29th. 
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Liabilities 

Ten- Year  5%  Gold  Debentures,  due  March  1,  1937 $  4,500,000.00 

Accounts  payable 3 ,  623 .01 

Interest  and  discount  received,  not  earned 17 ,  689 .  26 

Accrued  Federal  Income  and  other  taxes 63,027 .81 

Dividend  Payable,  April  1,  1928 22,500.00 

Capital  Stock 
Preferred — authorized,  100,000  shares  with- 
out par  value,  having  a  prefer- 
ence in  liquidation  of  $100  a 
share : 

$6.00  dividend  series,  cumula- 
tive, convertible — issued  15,000 

shares $1,350,000.00 

$5.50  dividend  series,  cumula- 
tive—issued 40,000  shares....   4,000,000.00 

Common — authorized,  185,000  shares  with- 
out par  value;  60,000  shares 
reserved  for  conversion  of  pre- 
ferred stock,  $6.00  dividend 
series;  40,000  shares  reserved 
against  exercise  of  warrants  at- 
taching to  preferred  stock,  $5.50 
dividend  series;  issued  (includ- 
ing 45,000  shares  deposited 
against  debenture  warrants) — 
85,000  shares 85,000.00 


Total  Capital  Stock  5 ,  435 ,  000 .  00 

Capital  Surplus 65,000.00 

Profit  and  Loss  Surplus: 

Net  Income,  per  Income  Statement  herewith      298 ,  223 .  89 
Less  Dividends, 

Paid  December  15,  1927.  .  .22,500.00 

Payable  April  1,  1928 22 ,  500 .  00        45 ,  000 .  00 


253,223.89 

$10,360,063.97 
Certificate 
We  have  made  a  general  audit  of  the  accounts  of  the  Standard  Investing 
Corporation  for  the  year  ended  February  29th,  1928  and 

We  Hereby  Certify  that  in  our  opinion  the  above  balance  sheet, 
February  29,  1928,  and  accompanying  statement  of  income  and  profit  and  loss 
for  the  year  ended  that  date  are  correct. 

Haskins  &  Sells 
New  York, 
March  20,  1928. 
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Statement  of  Income  and  Profit  and  Loss 
FOR  the  Year  ended  February  29, 
1928 
Income: 

Income  from  dividends  and  interest 

(interest  received  and  accrued) $373,231 .  14 

Net  profit  from  sale  of  securities 270 ,  346 .  63 

Total 643,577,77 

Expenses: 

Salaries $    3,511.73 

Directors'  fees 3,950.00 

Operating  Expenses 10,892.93 

Interest  paid 242, 186.99 

Provision  for  taxes 63,272.71 

Amortization  of  debenture  discount,  organization 
and  financing  expenses 21,539.52 

Total 345,353.88 


Net  Income 298,223.89 

Less  Dividends  paid  and  payable 45 ,000 .  00 

Earned  Surplus— February  29,  1928 $253,223.89 

Securities  Owned  February  29,  1928 

Foreign  Bonds 

External  Dollar  Bonds 

France 

$  54,000         Cities  of  Lyons-Marseilles-Bordeaux,  External  6s,  1934 
100,000         Paris-Orleans  Railroad  Company,  External  7s,  1954 
100,000         Republic  of  France,  External  7s,  1949 

Germany 

100,000  Central  Bank  for  Agriculture,  Farm  Loans  6s,  October,  1960 

60,000  Citv  of  Berlin,  External  6^8,  1950 

3,000  City  of  Dresden  7s,  1945 

100,000  Electric  Power  Corporation,  First  Mortgage  6Hs,  1950 

101,000  General  Electric  Company,  Germany,  Debenture  7s,  1945 

50,000  German  Consolidated  Municipal  Loan  7s,  1947 

116,000  German  Government,  External  7s,  1949 

50,000  Good  Hope  Steel  and  Iron  Works,  Mortgage  7s,  1945 

100,000  Mansfeld  Mining  &  Smelting  Company,  Mortgage  7s,  1941 

99,000  Rhein-Main-Danube  Corporation,  Guaranteed  Debenture 

7s,  1950 

60,000  Rhein-Westphalia  Electric  Power  Corporation,  Direct  Mort- 
gage 7s,  1950 

88,000  Stettin  Public  Utilities  Company,  First  Mortgage  7s,  1946 
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Denmark 

46,000        United  Steamship  Company,  Ltd.   (of  Copenhagen),  Ex- 
ternal 6s,  1937 

Czechoslovakia 
97,000        Czechoslovak  Republic,  External  73^s,  1945 

Austria 
100,000        Province  of  Lower  Austria  7Hs,  1950 

Hungary 

50,000        City  of  Budapest,  External  6s,  1962 

15,000        European  Mortgage  &  Investment  Corporation,  First  Lien 

Farm  Loan  7>^s,  1966 
49,000         Hungarian  Consolidated  Municipal  Loan  7s,  1946 
90,000        State  Loan  of  the  Kingdom  of  Hungary,  External  7Hs,  1944 

Jugoslavia 

100,000        Kingdom  of  the  Serbs,  Croats  and  Slovenes,  External  8s, 
1962 

Bulgaria 
60,000        Kingdom  of  Bulgaria  7s,  1967 

South  America 

93,000         City  of  Rio  de  Janeiro,  External  8s,  1947 
200 ,  000        Government  of  the  Argentine  Nation,  External  6s,  May  1961 

Japan 

75,000        Ujigawa  Electric  Power  Company,  Limited,  First  Mortgage 
7s,  1945 

External  Foreign  Currency  Bonds 
£  11,600         Austrian  Pre-War  Debt  Redemption  5s,  1933  and  1935 
10,000         City  of  Tokyo  5%  Sterling  Loan  of  1912 
Fl.  250 ,000        Gewerkschaft  Carolus  Magnus,  Guaranteed  Debenture  6J^s, 
1957 
Fes.  686,000        State  of  Hungary  6Hs,  issue  of  1924 

Internal  Bonds 

Belgian 

Fes.  1 ,375,000        City  of  Antwerp  6s,  1930 

Fes.  1,500,000        Les  Grands  Magasins  "a  1' Innovation,"  Participating  Deb- 
enture 6Hs,  1957 
Fes.  3,000,000        Soci6t6  de  Credit  Communal  de  Belgique  6s,  1987 

Germany 

R.M.  100,000         Preussisch  Hypothekenbank  Liquidationspfandbriefe  4^3 
R.M.    75,000         Preussisch  Pfandbrief bank  Liquidationspfandbriefe  4 Hs 
R.M.    75,000        Preussisch  Central  Boden  Liquidationspfandbriefe  4J^s 
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Domestic  Bonds 

$  50,000        Anaconda  Copper  Mining  Company,  Convertible  Debenture 
7s,  1938 
50,000        Andes  Copper  Mining  Company,  Convertible  Debenture 

7s,  1943 
100,000        Sidney  Blumenthal  &  Company,  Inc.   (The  Shelton  Looms), 

First  Mortgage  7s,  1936 
50,000        Compania  Cubana  6%  Guaranteed  Notes,  1929 
100,000        Shawsheen  Mills  7%  Guaranteed  Notes,  1931 
50,000        Webster  Mills  6H%  Guaranteed  Notes,  1933 

Domestic  Stocks 
Shares  Rails 

300        Alabama  Great  Southern  Railroad  Company,  Ordinary 

500        The  Atchison,   Topeka  &  Santa  Fe  Railway  Company, 
Common 

500        Consolidated  Railroads  of  Cuba,  6%  Cumulative  Preferred 
1 ,  000         The  Great  Northern  Railway  Company,  Preferred 
1,300         The  New  York  Central  Railroad  Company 
2,000        The  New  York,  New  Haven  &  Hartford  Railroad  Company, 

7%  Cumulative  Convertible  Preferred 
1,000        Northern  Pacific  Railway  Company,  Common 

300        Southern  Pacific  Company 
1,000         Southern  Railway  Company,  Common 

200        Union  Pacific  Railroad  Company,  Common 

Industrials 

300        American  Arch  Company 
1,700        American  Ice  Company,  Common 

100        The  American  Tobacco  Company,  Common 

500        Sidney  Blumenthal  &  Company,  Inc.   (The  Shelton  Looms), 
7%  Cumulative  Preferred 

500         Central  Aguirre  Sugar  Company 
1,000        Continental  Can  Company,  Inc.,  Common 

250        Curtiss   Aeroplane   Export   Corporation,   6%   Cumulative 
Guaranteed  Preferred  with 

250         Warrants  each  for  5  shares  Common  at  20 

500         Curtiss  Aeroplane  Export  Corporation,  Common 

100         E.  I.  du  Pont  de  Nemours  &  Company,  Common 

150         The  Fajardo  Sugar  Company  of  Porto  Rico,  Common 

800         The  Fleischmann  Company,  Common 

250        Foster  Wheeler  Corporation,  $7.    Cumulative  Convertible 
Preferred 

500        General  Electric  Company,  Common 

500        General  Motors  Corporation,  Common 
1 ,000        The  Gillette  Safety  Razor  Company 
1,000        The  International  Nickel  Company,  Common 

500        Keith-.\lbee-Orpheum  Corporation,  7%  Cumulative  Con- 
vertible Preferred 
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500  Spencer  Kellogg  &  Sons,  Inc. 

600  Kennecott  Copper  Corporation 

500  Lawrence  Portland  Cement  Company 

1,000  P.  Lorillard  Company,  Common 

400  McCaU  Corporation,  Common 

1 ,  100  Mead  Johnson  &  Company,  Common 

600  The  Nash  Motors  Company,  Common 

500  Phelps  Dodge  Corporation 

1,000  Pratt  &  Lambert 

2,000  Sinclair  Consolidated  Oil  Corporation,  8%  Cumulative  Pre- 
ferred 

200  Sterling  Products,  Inc. 

1 ,  100  Texas  Gulf  Sulphur  Company 

1 ,000  United  States  Gypsum  Company,  Common 

Shares  Utilities 

1,000        American  Telephone  &  Telegraph  Company 
1,000         Columbia  Gas  &  Electric  Corporation,  Common 

600        Consolidated  Gas  Company  of  New  York,  Common 
1,000         Duke  Power  Company 

1,000        Electric  Power  &  Light  Corporation,  $7.  Cumulative  Pre- 
ferred 
1,000        Engineers  Public  Service  Company,  $7.  Cumulative  Pre- 
ferred 
500        International  Telephone  &  Telegraph  Corporation 
1 ,  000         Lone  Star  Gas  Corporation 
2,000        The  North  American  Company,  Common 

94        Savannah   Electric   &   Power  Company,   8%   Cumulative 
Debenture  Series  A 
500        Southeastern  Power  &  Light  Company,  $7.  Cumulative  Pre- 
ferred 
1,000        The  Tennessee  Electric  Power  Company,  7%  Cumulative 
First  Preferred 
500         The  United  Gas  Improvement  Company 
1,000        The  United  Light  &  Power  Company,  Class  B  Cumulative 
Participating  Preferred 

Banks 
200         Canadian  Bank  of  Commerce 
65         National  City  Bank  of  New  York 
150        National  Shawmut  Bank  of  Boston 

Foreign  Stocks 
Austrian 
600        "American  Shares"  Austrian  Credit- Anstalt 

Belgian 
13,000        Soci6t6  Nationale  des  Chemins  de  Fer  Beiges,  6%  Partici- 
pating Preferred 
3,000        Charbonnages  de  la  Louvi^re  et  Sars-Longchamps 
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British 

600        Carreras,  Ltd.,  Ordinary  "A" 
1,200        Carreras,  Ltd.,  Ordinary  "B" 

2,000        Imperial  Tobacco  Company  (of  Great  Britain  and  Ireland) 
Limited,  Ordinary 

Danish 

Kr.  62,000  Burmeister  &  Wain — Maskin  og  Skibsbyggeri 

285,600  Copenhagen  Handelsbank 

120,000  Copenhagen  Telephone  Company 

20,000  De  Danske  Spritfabrikker 

120,000  De  Danske  Sukkerfabrikker 

32,000  De  Forenede  Bryggerier 

40,000  Jydsk  Telephone  Company 

100,000  Privatbanken  i  Kjobenhavn 

Dutch 

Fl.  70,000  Amsterdamsche  Bank 

27 ,  000  Deli  M  aatschappi j 

26,000  Deli-Batavia  M  aatschappi  j 

18,000  Handelsvereeniging  "Amsterdam" 

25,000  Senembah  Maatschappij 

19,000  Tabak  Maatschappij  Arendsburg 

Finnish 

3,330        Kansallis-Osake-Pankki 
1,850         Kymmene  A/B 
10,750        Nordiska  Foreningsbanken 

French 

20         Banque  de  France 
400         Banque  G^nerale  du  Nord  (full  paid) 

10         Compagnie  d' Assurances  G6nerales  sur  la  Vie  des  Hommes 
250         Compagnie  d'Electricit^  de  I'Ouest-Parisien,  "B" 
1,000        Compagnie  Electrique  de  la  Loire  et  du  Centre 

50         Compagnie  G6n(5rale  d'Electricite 
9,000         Compagnie  Lorraine  d'Electricit6 

50        Compagnie  de  Produits  Chimiques  et  Electrometallurgiquea 

Alais,  Froges  et  Camargue  (P^chiney) 
200         Credit  Commercial  de  France 
703         Forces  Motrices  du  Haut-Rhin 
50        Manufacture  des  Glaces  et  Produits  Chimiques  de  Saint 

Gobain,  Chauny  et  Cirey 
10        "La  Nationale" — Compagnie  Anonyme  d'Assurances  sur 

la  Vie 
10        "La  Nationale"  Compagnie  d'Assurances  centre  I'lncendie 
et  les  Explosions 
6,000        S.  A.  des  Salpetres  et  Produits  Chimiques  et  Tartariques  de 
Bordeaux 
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150 

Socidte  G^n^rale  des  Cirages  Frangais 

100 

Soci6t6  Lyonnaise  des  Eaux  et  d'Eclairage 

10 

"L'Union" — Compagnie  d'Assurances  centre  L'Incendie 

10 

"L'Union" — Compagnie  d'Assurances  sur  la  Vie  Hiimaine 
German 

R.M. 

32,500 

Darmstadter  und  Nationalbank 

R.M. 

48,000 

Deutsche  Bank 

G.M. 

215,000 

Deutsche  Reichsbahn  Gesellschaft,  7%  Guaranteed  Pre- 
ferred 

KM. 

48,000 

Disconto  Gesellschaft 

R.M. 

123,000 

Reichsbank 

Hungarian 
3 ,  975        Ungarische  Escompte  und  Wechslerbank 

Swedish 

570  Grangesberg-Oxelosund  TraflBk  A/B 

700  Skandinaviska  Kredit  A/B 

750  Swedish  Match  Company  "B"  (German  shares) 

1 ,  000  Wifsta  Varvs  A/B 

The  above  securities  have  been  verified  by  us. 

Haskins  &  Sells. 


SECURITY  MANAGEMENT  COMPANY 

To  Holders  of 

UNITS  IN  THE  SECOND  INVESTMENT  FUND 

The  Board  of  Directors  of  the  Security  Management  Company  sub- 
mit for  your  information  the  report  of  the  operations  of  its  Second 
Investment  Fund  from  the  date  it  began  operations,  July  1,  1927,  to 
the  end  of  the  calendar  year.  The  books  of  the  fund  were  audited  as 
provided  for  under  the  terms  of  the  Trust  Indenture  dated  as  of  June 
1,  1927,  and  the  statements  included  in  this  report  have  been  duly 
certified  by  Messrs.  Price,  Waterhouse  &  Co. 

On  July  1st,  1927,  twenty-nine  subscribers  paid  into  the  Fund  a 
total  of  $593,216  for  5,704  units.  The  amount  paid  in  for  each  unit 
was  $104.  At  the  close  of  business  December  31st,  1927,  there  were 
outstanding  14,975  units  for  which  one  hundred  and  nineteen  subscribers 
had  paid  a  total  of  $1,572,451.38  into  the  Fund.  The  value  of  each 
unit  outstanding  on  December  31st,  1927,  was  $111.21.  This  was  an 
increase  of  $7.21  over  the  amount  at  which  subscriptions  were  paid 
into  the  Fund  at  the  commencement  of  operations. 
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As  new  capital  has  been  continuously  paid  into  the  Fund  during  this 
period  it  has  been  found  necessary  to  compute  earnings  based  upon 
the  average  capital  subscribed.  Such  a  computation  shows  that  the 
units  earned  at  the  rate  of  13.93%  per  annum  including  the  appreciation 
in  the  value  of  the  securities  owned,  after  deducting  management  com- 
pensation. 

The  average  number  of  units  held  by  each  subscriber,  was  one  hundred 
and  twenty-six,  as  of  December  31,  1927. 

STATEMENT  1— shows  the  assets  of  the  Fund  at  the  close  of  busi- 
ness December  31,  1927  with  the  securities  carried  at  cost. 
Of  the  total  assets  over  28%  was  cash  and  call  loans. 
STATEMENT  2— shows  the  securities  owned  by  the  Fund  at  the 
close  of  business  December  31,  1927.  As  the  investments  are 
reviewed  in  detail  at  frequent  intervals  and  changes  made  if 
they  are  deemed  advisable  in  the  best  interest  of  the  Fund, 
securities  included  in  this  list  should  not  necessarily  be  con- 
sidered as  recommendations  under  the  existing  conditions. 
STATEMENT  3— shows  the  income  of  the  Fund  for  the  six  months' 

period  and  the  deductions  therefrom. 
STATEMENT  4— shows  the  liquidation  value  of  the  Fund  at  the 
close  of  business  December  31,  1927,  which  is  the  actual  value 
of  the  Fund  on  that  date  with  the  securities  taken  at  their 
market  value. 
The  Board  of  Directors  have  pursued  a  policy  of  conservatism  in  the 
distribution  of  their  investments  in  this  fund  among  various  classes  of  se- 
curities.   The  percentage  of  holdings  in  the  various  groups  of  securities 
including  cash  and  call  loans  on  December  31st,  1927,  was  as  follows: 
bonds  approximately  30%;  preferred  stocks  approximately  22%;   com- 
mon stocks  approximately  20%;  cash  and  call  loans  approximately  28%. 
Each  unit  holder  will  receive  under  separate  cover  a  statement  show- 
ing the  amount  of  taxable  income  applicable  to  his  share  for  use  in  con- 
nection with  his  Federal  Income  Tax  Return  for  the  year  1927. 

Respectfully  submitted  by  order  of  the 
Board  of  Directors  of  the  Security  Management  Company, 

MELVIN  E.  SAWIN, 

President. 
February  14,  1928. 

CERTIFICATE  OF  INDEPENDENT  AUDITORS 

New  York,  Feb.  7,  1928 

We  have  examined  the  books  and  accounts  of  the  Second  Investment 
Fund  of  Security  Management  Company  from  its  inception  July  1,  1927, 
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to  December  31,  1927  and  certify  that,  in  our  opinion,  the.  annexed  state- 
ment of  condition  as  at  December  31,  1927  and  accompanying  statements 
of  income,  liquidation  value,  and  investments  are  correct.  The  securities, 
cash  and  call  loans  have  been  confirmed  by  certificates  received  from 
the  Trustee. 

PRICE,  WATERHOUSE  &  CO. 

Statement  1 

Second  Investment  Fund 

Statement  of  Condition 

As  At  Close  of  Business  December  31,  1927 

Assets 

Securities,  at  Cost,  per  Statement  2 

(market  value  $1,224,979.25) $1,197,505.00 

Less— Securities  not  received 15,419.58       $1,182,085.42 

Dividends  and  Accrued  Interest  Receivable  9,016.20 

Call  Loans 300,000 .00 

Cash 177 ,  913 .  74 

$1,669,015.36 


Liabilities 

Second  Investment  Fund  Participation  Certi- 
ficates— Outstanding  14,975  units  and 
3,743  "B"  shares  for  which  the  sub- 
scribers paid  into  the  fund 

Distribution  of  $2.50  Per  "A"  Share  payable 
January  1,  1928 

Compensation  to  Security  Management  Com- 
pany   

Balance  of  Income,  per  Statement  3 


$1,590,545.77 

37,437.50 

4,255.76 
36,776.33 

$1,669,015.36 


Statement  2 

Second  Investment  Fund 

Summary  of  Investments 

December  31,  1927 

Cost  Market  Increase 

Bonds $    501,052.50        $     503,612.50        $2,560.00 

Preferred  Stock 364 ,  532 .  50  376 ,  762 .  50  12 ,  230 .  00 

Common  Stock 331,920.00  344,604.25  12,684.25 

Total $1,197,505.00         $1,224,979.25         $27,474.25 
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Investments 
December  31,  1927 

Bonds 
Face 

value  Railroad  Market  value 

$20,000    St.  Louis-San  Francisco  Ry.  Co.  Adj.  6s,  1955  "A". . .  $    20,250.00 


Cost  $     20,090.00 


Utility 

B  5,000     Alabama  Power  Co.  1st  &  Ref.  4Hs,  1967 $      4,762.50 

20,000     Hudson  &  Manhattan  R.  R.  Co.  Adj.  Inc.  5s,  1957. . .  18,450.00 

40,000     Indianapolis  Power  &  Light  Co.  5s,  1957  "A" 40, 100.00 

25 ,  000     Interborough  Rapid  Transit  Co.  Conv.  7s,  1932 24,31250 

30,000     Manhattan  Ry.  Co.  Cons.  4s,  1990 20,700.00 

20,000     North  American  Edison  Co.  Deb.  5s  1957  "A" 20,450  00 

10,000     Northern  States  Power  Co.  of  Minn.  Conv.  6J^s,  1933  10,475.00 

20,000     Ohio  Power  Co.  1st  &  Ref.  6s,  1953  "C" 21,100.00 

20,000     Queens  Borough  Gas  &  Electric  Co.  Conv.  Deb.  5Ks, 

1952  "A" 20,800.00 

30,000     Shawinigan  Water  &  Power  Co.  1st  &  Coll.  4J^s,  1967 

"A" 29,025.00 

40 ,  000     Southeastern  Power  &  Light  Co.  Deb.  6s,  2025  "A" . .  42 ,  400 .  00 

Total $  252,575.00 


Cost  $  250,008.75 


Industrial 

$40,000  Armour  &  Co.  of  111.  R.  E.  1st  4Hs,  1939 $  36,500.00 

40,000  Chile  Copper  Co.  Deb.  5s,  1947 38,300.00 

30,000  Hudson  Coal  Co.  Deb.  5s,  1962  "A" 28,350.00 

25,000  International  Mercantile  Marine  Co.  1st  &  Coll.  Tr. 

6s,  1941 26,250.00 

20,000  Mid-Continent  Petroleum  Corp.  S.  F.  6Hs,  1940 20,950 .00 

30,000  Solvay  American  Investment  Corp.  5s,  1942  "A" 29,625.00 

25,000  Warner  Sugar  Refining  Co.  1st  7s,  1941 26,562.50 

Total S  206,537.50 

Cost  $  206,076.25 
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Foreign 
$25,000    City  of  Berlin  6Hs,  1950 $    24,250.00 


Cost  $     24,877.50 


Total  bonds  at  Market  Value $  503,612.50 


Cost  S  501,052.50 


Preferred  Stocks 
Railroad 

Shares  Market  value 

300        New  York,  New  Haven  &  Hartford  R.  R.  Co.  7% $     34,087.50 

300        Pere  Marquette  Ry.  Co.  5% 29,325.00 

100        Wabash  Railway  Co.  "A" 9,325.00 

Total $    72,737.50 


Cost  $    69,917.50 


Utility 

200       Alabama  Power  Co.  7% $  22,800.00 

600        American  Gas  &  Electric  Co.  6% 64,125.00 

200        Columbia  Gas  &  Electric  Co.  "A"  6% 22 ,  025 .  00 

200        Commonwealth  Power  Corp.  67o 20,850.00 

100        Consolidated  Gas  Co.  of  N.  Y.  5% 10,175.00 

100        Consumers  Power  Co.  6.60% 10,600.00 

100        Kansas  City  Power  &  Light  Co.  7%  "A" 11,425.00 

300        Kansas  City  Power  &  Light  Co.  6%  "B" 33,000.00 

200        Long  Island  Lighting  Co.  6% 21 ,000.00 

300        Public  Service  Electric  &  Gas  Co.  6% 33,000.00 

200       Southwestern  Power  &  Light  Co.  7  % 22 ,  100 .  00 

Total $  271,100.00 

Cost  $  261,990.00 


Indttstrial 
300        B.  F.  Goodrich  Co.  7% $    32,925.00 

Cost  $    32,625.00 


Total  preferred  stocks  at  Market  Value.  ...  $  376,762.50 

Cost  $  364,532.50 
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Common  Stocks 

Railroad 

Shares  Martet  value 

100       Atchison,  Topeka  &  Santa  Fe  Ry.  Co $     19,325.00 

100        Canadian  Pacific  Ry.  Co 20 ,  887 .  50 

100        Northern  Pacific  Ry.  Co 9,762.50 

200       Southern  Pacific  Co 24,800.00 

Total $    74,775.00 

Cost  $    71,232.50 

Utility 

302       American  Gas  &  Electric  Co $    36,504.25 

100        American  Telephone  &  Telegraph  Co 17,862.50 

100        Consolidated  Gas,  Electric  Light  &  Power  Co.  of  Balti- 
more   6,800.00 

300        Louisville  Gas  &  Electric  Co.  "A" 8,737.50 

400        Northern  States  Power  Co.  "A" 51,500.00 

Total $  121,404.25 

Cost  $  114,900.00 

Industrial 

100       BordenCo $     16,500.00 

300        Ilhnois  Pipe  Line  Co 51,600.00 

300        Prairie  Pipe  Line  Co 55,200.00 

1000       Shell  Union  Oil  Corp 25,125.00 

Total $  148,425.00 

Cost  $  145,787.50 

Total  common  stocks  at  Market  Value $  344 ,  604 .  25 

Cost  $  331,920.00 

Statement  3 

Second  Investment  Fund 

Statement  of  Income 

For  the  Period  From  July  1,  1927  to  December  31,  1927 

Income: 

Interest .' $15,333.94 

Dividends 14,760.00 

Profits  from  sales  of  securities  (net) 43,861 .60 

Total  income $73,955.54 
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Deduct: 

Distribution  at  the  rate  of  $5.00  per  annum 
on  "A"  shares $30,336.44 

Proportion  of  income  paid  to  redeeming  cer- 
tificate holders  in  respect  of  "B"  shares. . .         2,587.01 


$32,923.45 

Balance  of  income  before  provision  for  management 

compensation $41 ,032 .  09 

Deduct — Management  compensation 4,255.76 


Balance  of  income  at  December  31,  1927  applicable 

to  "B"  shares  outstanding $36,776.33 


Statement  4 
Second  Investment  Fund 
Statement  of  Liquidation  Value 
As  At  Close  of  Business  December  31,  1927 

Total  Per  Unit 

Assets,  per  Statement  1. . .  $1,669,015.36 

Market  value  of  securities 

December  31,  1927 $1,224,979.25 

Less— Book  value 1 ,  197 ,  505 .  00 


Appreciation $       27,474.25 

Dividends  receivable,  pay- 
able in  1928 5,815.00  33,289.25 


Net  value  of  fund. .  $1,702,304.61  $111.44 

Deduct — Management 
compensation  for  the 
six    months    ended 

December  31,  1927.  4,255.76  .23 

Liquidation  value 
of  certificates 
outstanding 
(itemized  below)  $1,698,048.85  $111.21 


Total  Value  Per  Share 

"A"  Shares $1,497,500.00  $100.00 

Plus  —  Semi- 
annual  distri- 
bution on  "A" 
shares 37,437.60  2.50 


Total  value  "A" 

shares $1,534,937.50 

Total  value  "B" 

shares 163,111.35 
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AMERICAN  TRUSTEE  SHARE  CORPORATION 

DrvERBiFiED  Trustee  Shares,  Series  B 

Consolidated  Statements  of  30  Companies 

Consolidated  Balance  Sheet  (as  of  January  1,  1928) 


Assets 

Plant  and  equipment $  8,865,718,000 

Investments  (chiefly  in  afiil- 

iated  companies) 3 ,  778 ,  234 ,  000 


Current  assets. 

Special  funds  and  miscella- 
neous assets 

Prepaid  expenses  and  de- 
ferred assets  


2,831,546,000 
285,995,000 


152,143,000 


Liabilities  and  Capital 

Common  Stock $  5,605,724,000 

Preferred  Stock 913,402,000 

Funded  debt 3,790,636,000 

Current  liabilities 752,335,000 

Reserves  and  miscellaneous 

liabilities 1,373,063,000 

Surplus 3,478,476,000 


Total $15,913,636,000  Total 

Net  Working  Capital $  2,079,211,000 

Assets,  EARNmos,  Dividends  and  Surplus  (Years  Ended  December  3lBt) 
Market  Value  (Based  on  Average  of  High  and  Low  Prices  for  Year) 


115,913,636,000 


Earnings  Before 

Dividends  on 

Balance 

Market  Value  of 

Total  Assets 

Bond  Interest 

Common 
Stock 

Available  for 
Surplus 

Common  Stock 

1921... 

.   $13,160,129,000 

$     571,953,000 

$256,792,000 

$  45,792,000 

$  3,792,811,000 

1922... 

.      13,446,949,000 

663,948,000 

278,140,000 

120,143,000 

5,264,468,000 

1923... 

.      13,645,352,000 

809,836,000 

318,340,000 

198,525,000 

5,481,665,000 

1924... 

.      14,242,899,000 

853,659,000 

347,596,000 

224,711,000 

6,265,901,000 

1925... 

.      14,888,625,000 

984,186,000 

390,512,000 

305,052,000 

7,828,805,000 

1926... 

.      15,769,778,000 

1,112,947,000 

446,526,000 

372,507,000 

8,935,262,000 

1927... 

.      15,913,636,000 

1,000,577,000* 

517,034,000 

228,920,000 

11,108,226,000 

*  Subject  to  revision. 

Surplus  Enough  to  Pay  Dividends  at  Last  Year's  Rate  for  Over  6>4  Years 

Note — Figures  for  California  Packing  in  consolidated  balance  sheet,  assets,  earnings,  divi- 
dend and  surplus  statements  are  for  fiscal  years  ended  Februarj-  28. 

Statistical  Summary 


Assets $15,913,636,000 

Surplus $  3,478,476,000 

Net  working  capital $  2,079,211,000 

Earnings $  1,000,577,000 

Dividends $       617,034,000 

Market  value  of  stocks $10,711,169,000 

States  reached  directly  by 

railroads  in  group 38 

States  in  which  electric  and 

gas  companies  operate. . .  30 

Total    railroad    mileage    in 

group 46,00 

Per  cent  of  country's  rail- 
road mileage 18% 

Annual  electric  output  of 
companies  in  group  (M.k. 
w.h.) 11,263,000 


Per  cent  of  country's  electric  out- 
put   

Population  served  directly  by  elec- 
tric and  gas  companies  in  group  13 ,  265 , 000 

Approx.  number  of  known  sub- 
sidiaries   

Approx.  number  of  stockholders . 

Approx.  number  of  employees. . . 

Average  age  of  companies  (years) 

Average  age  of  companies  as  reg- 
ular di\'idend  payers  (years) .  . 

Per  cent  of  investment  in  "A" 
and  "Aa"  stocks 

Yield  if  purchased  in  1923 


15^ 


750 
1,200,000 
1,600,000 

41 


27 


85% 
26% 


Appendix  E 

TABULATION  OF  RESOURCES,  CAPITALIZATION, 
EARNINGS,  ETC. 

The  following  tabulation  gives  resources,  capitalization, 
earnings,  dividends,  and  surplus  for  American  investment 
trusts  with  invested  capital  of  over  $1,000,000.  The  table 
does  not  include  investment  trusts  which  are  of  very  recent 
formation  and  therefore  have  little  if  any  earnings  record, 
nor  does  it  include  those  investment  trusts  for  which  appro- 
priate figures  are  not  available.  Unit  share  trusts  are  also 
omitted,  by  reason  of  the  fact  that  they  publish  information 
only  with  respect  to  the  composition,  earnings,  and  dividends 
per  unit. 

Notes: 

American  and  Overseas  Investing  Corporation — Figures 
for  common  stock  oustanding  include  $1,830  Class  B  common 
(183  shares). 

Electric  Investors,  Inc. — Figures  as  of  April  30,  1928,  are 
after  giving  effect  to  new  financing. 

Insuranshares  Trust  Certificates,  Series  F-27  and  H-27 — 
Figures  for  gross  earnings  include  surplus  paid  in  and  ap- 
preciation in  value  of  securities  held. 

International  Securities  Corporation  of  American-Figures 
for  common  stock  outstanding  include  $2,222,220  Class  B 
common  (600,000  shares).  Common  stock  dividends  paid 
include  $150,000  on  Class  B  common. 
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Massachusetts  Investors  Trust — Capital  gains  excluded 
from  income  and  surplus  figures. 

Public  Utility  Investing  Corp. — Figures  as  of  February  29, 
1928,  are  after  giving  effect  to  new  financing.  Period  cov- 
ered: year  ended  December  31,  1927. 

Second  International  Securities  Corp. — Figures  for  com- 
mon stock  outstanding  include  $1,800,000  Class  B  common 
(600,000  shares). 

Security  Management  Company,  N.  Y.,  First  Investment 
Fund — Figure  for  shares  outstanding  includes  26,666  Class 
B  shares.    Figures  for  dividends  paid  refer  to  Class  A  shares. 

Security  Management  Company,  N.  Y.,  Second  Invest- 
ment Fund — Figure  for  shares  outstanding  includes  18,718 
Class  B  shares.  Figures  for  dividends  paid  refer  to  Class  A 
shares. 

United  Investors  Securities  Corp. — Figures  for  common 
stock  outstanding  include  $976,425  Class  B  common  (195, 
285  shares). 
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Alliance  Inv.  Corp.. 

Allied  Int.  Inv 

Am.,  Brit.  &  Cont. 
Am.  European  Sec. 
Am.  &  Overseas.  .  . 
Boston  Pers.  Pr. . . . 
Chain  Store  Inv.  .  , 
Continental  Sec. . . , 
Eastern  Bankers.  . 
Electric  Investors,  Inc. 

Federated  Capital 

Financial  Inv.  Co.  .  .  . 
First  Federal  For .... 

First  Invest.  Co 

Gen.  Am.  Investors.. . 

Gen.  Public  Serv 

Incorporated  Inv.  .  .  . 

Inland  Investors 

Insuranshares  F-27. . . 
Insuranshares  H-27. . . 

Intercontinental 

Int.  Sec.  Corp.  of  Am. 

Inv.  Co.  of  Am 

Inv.  Mgrs.  Fund  A. .  . 
Inv.  Mgrs.  Fund  B. .  . 

Investors  Corp 

Investors  Equity 

Mass.  Inv.  Trust 

Morristown  Sec 

No.  Am.  Investment  . 
Old  Colony  Inv.  Tr.  . . 

Overseas  Sec.  Co 

Pacific  Inv.  Corp .... 

Public  Util.  Inv 

Ry.  &  Lt.  Sec.  Co 

Sec.  Int.  Sec 

Sec.  Mgt..  Ist  Fd 

Sec.  Mgt.,  2nd  Fd.... 
Shawmut  Bk.  Inv. . .  . 
Standard  Investing. . . 

State  St.  Invest 

United  Bd.  &  Sh 

United  Inv.  Sec 

U.  S.  &  For.  Sec 


Figures 
as  of 


Dec.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Mar.  31 
Mar.  1.5 
Mar.  31 
Dec.  31 
Dec.  31 
Apr.  30 
Jan.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Deo.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Dec.  31 
Nov.  30 
Dec.  31 
Dec.  31 
Sept.  30 
Dec.  31 
Nov.  30 
Dec.  31 
Dec.  31 
Dec.  31 
Feb.  1 
Dec.  31 
Dec.  19 
Feb.  29 
Jan.  31 
Nov.  30 
Dec.  31 
Dec.  31 
Feb.  29 
Feb.  29 
Dec.  31 
Dec.  31 
Dec.  31 
Dec.  31 


,  1927 
.  1927 
,  1927 
,  1927 
,  1928 
,  1928 
,  1928 
,  1927 
,  1927 
,  1928 
,  1928 
,  1927 
,  1927 
,  1927 
.  1927 
.  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  1927 
,  192S 
,  192 
,  1927 
,  1928 
,  1928 
,  1927 
,  1927 
,  1927 
,  1928 
,  1928 
,  1927 
,  1927 
,  1927 
.  1927 


Period 
covered 


Year 

8  months 
Year 
Year 
6  months 
Year 

3  months 
Year 
Year 
Year 

41  weeks 

Year 

Year 

Year 
11  months 

Year 

Year 
24  weeks 

6  months 

4  months 

19  weeks 
Year 

9  months 
Year 

20  weeks 
Year 

6  months 

Year 

Year 

Year 
54  weeks 

Year 

6  months 

Year 

Year 

Year 
46  weeks 

6  months 

Year 

Year 

Year 

Year 

4  months 

Year 


Total 
resources 


4,007, 
1,247, 

16,977, 
7,304, 
1,291, 
2,887, 
1,033, 
7,589, 
2,598, 

41,285, 
3,075, 
2,940, 
5,071, 
1,000, 

10,836, 

16,964, 
4,832, 
2,059, 
2,005, 
4,425, 
4,139, 

47,544, 

10,833, 

14,674, 
2,074, 
3,666, 
9,514 
5,028, 
2,784, 
3,460 

10,343 
2,924 
5,136 
5,499 
8,361 

15,395 
1,100 
1,669 
6,138 

10,360 
3,580 
5,408 
1,973 

36,921 


580 
788 
377 
404 
663 
976 
014 
296 
475 
748 
240 
545 
115 
868 
735 
531 
436 
040 
340 
532 
416 
376 
072 
580 
520 
755 
704 
608 
013 
954 
525 
346 
981 
478 
558 
549 
145 
015 
174 
064 
370 
992 
263 
342 


Debt 


1,749,500 

501,616 

5,188,409 

1,276,417 

700,390 


20,815 
5,000,000 


214,662 
1,750,603 
2,861,734 
58,000 
7,500,000 
5,000,000 


3,037,488 

26,432,700 

5,000,000 


890,000 
5,000,000 


750,939 
6,500,000 
1,582,340 


2,000,000 
3,515,000 


6,000.000 

4,500,000 

855,880 

2,749,630 


Preferred 

stock 
outstand- 
ing 


Common 
stock  or 
participat- 
ing shares 
outstanding 


1,000,000 

718,796 

13,600,000 

3,000,000 

312,917 


500,000 

248,900 

2,109^775 


1,500,000 
10,195,308 


1,000,000 

20,054,200 

5,000,000 


2,300,000 
3,255,000 


1,677,400 
1,622,400 


4,947,500 

1,500,000 

1,532,700 

10,500,000 


5,350,000 


2,145,360 

29,200 

25,050,000 


1,001,500 


,461,294 
251,830 
,108,600 
500,000 
,753,620 
,782,000 
,634,922 
325,220 
828,300 
,000,000 
909,868 
10,000 


707,976 
000,000 
800,000 
828,960 
40,000 
947,270 
350,000 
,530,300 
,944,800 
200,000 
,000,000 
,974,600 
585,480 
884,900 
,832,587 
985,924 
1 
,000,000 
,198,281 
,300,000 
,027,089 
,590,546 


85,000 
2,2,55,444 

429,072 
1,026,425 

100,000 
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No.  shares 
common 
stock  or 
partici- 
pating 
shares 


55,000 

1,600 

400,000 

100,000 

25,183 

21,086 

20,000 

35,037 

178,200 

* 

32,522 
82,830 
20,000 
26,623 
200,000 
399,624 

43,911 


40, 
90, 

141, 
40, 

926, 

50, 

1,214, 

ISO, 
70, 

100, 

79, 

58, 

8, 

300, 

104, 
61, 
10, 
75, 

755, 
46, 
33, 
75, 
85, 
31, 
14, 

200, 
1,000, 


Gross 
earnings 


365,786 

66,399 

,520,625 

362,958 

51,449 

220,981 

17,225 

* 

238,291 
,222,456 


409,165 
* 

,741,000 
,266,150 

129,636 

65,903 
838,631 
892,976 
165,798 
i,  105,681 
610,228 
,478,140 

17,686 
311,261 
282,757 
146,918 
335,012 
231,989 
382,996 
426,829 
200,655 
260 , 709 
943,969 
,106,672 

94 , 337 

73,956 
483,189 
643,578 
451,089 
450,966 

39,497 
1,490,007 


Interest 

and 

dividends 

received 


43,536 

,132,222 

289,281 

31,640 

* 

11,074 


226,724 
* 

431,377 
507,352 

92,437 


26,864 
27 , 376 


549,770 
15,339 


230,953 
226,135 


364,869 
60,801 

263 , 896 
438,451 
* 

49,147 

30,094 

306 , 226 

373,231 

75,436 

192,507 


Profit  on 
turnover 

of 
securities 


22,862 

388,403 

60,893 

19,809 

* 

6,151 


146,276 
♦ 

,290,362 
758,798 

37,199 


19,293 
15,600 


928,370 
2,347 
* 

51,804 
10,783 


18,126 
366,028 
* 

5,R13 
502,680 
* 

45,190 
43,862 
176,962 
270,347 
375,653 
104,627 


1,760,781  1,729,226 


Interest 
paid, 

expenses, 
and 
taxes 


132, 
22, 

510, 
73, 
24, 
20, 


13, 
116, 


169,233 


577, 
67, 


33,010 


13, 
3, 
3, 

67, 

,  285 , 

117, 

66, 
3, 

70, 
161, 

31, 

74, 

52, 
255, 
127, 

19, 

17, 
615, 
233, 
4, 
4, 
317, 
345, 

97, 
171, 

10, 
502, 


Preferred 

stock 

dividends 

paid 


60,000 
20,604 


180,000 
7,762 


671,682 
1,691 


77,500 
366,494 


18,836 
944 , 702 
219,916 


113,500 


81,886 
73,821 
55,167 


59,175 

90,981 
425,772 


45,000 

199,080 

1,602,178 


Common 
stock 
divi- 
dends 
paid 


53,136 


3,397 
168,000 


113,798 
1,164,919 


71,598 
129,593 
35,305 


99,555 


48,038 
73,476 


745,560 
677,186 


204,270 
46,331 


300,000 


43,860 
30,336 


92,571 
20,029 


Common 
stock 
divi- 
dends 

per 
share 


0.75 


8.00 

3.00 
1.00 
3/50  sh 


1.35 
7.00 


3.50 
1/20  sh 


2.00 


3.40 
0.85 


1.00 


4.00 


2.50 
5.00 


4.25 
4.50 


Surplus 

for 
perifxi 


120,160 
22,276 

109,474 
15,448 
31,973 

230,168 

63,904 

1,269,178 

72,992 

10,858 

110,332 

46,40e 

1,085,558 

832,646 

D  2,929 
52,770 


79 , 386 
792,552 
223,201 
646,346 

14,183 
127,683 
121,704 
9,493 
132,740 
100,562 

72,587 

121,815 

295,143 

447,822 

45,285 

36,776 

127,532 

253,224 

261,138 

45,061 

9,145 

1,385,127 


*  Not  stated. 
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FOREIGN   BANK 
LEDGER 


CAPIIAL  SALES 
BLOTTER 


GENERAL  LEDGER 
CONTROLS 


GENERAL  JOURNAL 


CASH 
BLOTTER 


INCOME  REGISTER 


FANFOLO 
TICKETS 


SECURITIES 
LEDGER 


DOM. 
J_. L 


BOND      ISTOCKSl     I  SON  0  I  I STOC KS I 


SECURITIES 
BLOTTER 


JOURNAL 
VOUCHERS 


TRANSFER   DEPARTMENT 
CONTROLS 


SHAREHOLDERS 
LEDGER 


\ 


TRANSFER 
JOURNAL 


ORIGINAL   ISSUE 
JOURNAL 
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tion, 33;  relative  importance, 
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Bankers  Investment  Trust  of  Amer- 
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Bankers  Securities  Trust  of  America 
— financial  stock  trust,  103;  direc- 
tory, 252 

Bankers  shares — name  for  contrac- 
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tory, 252 
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tional investors,  222-223 

Bankshares  Corp.  of  the  United 
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tutory trust,  38 ;  charge  for  raising 
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103;  preferred  stock,  105-106; 
technique,  145-146;  price  quota- 
tions, 209;  directory,  252 

Baring  Crisis — effect  on  investment 
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Beacon  Participations,  Inc. — statu- 
tory trust,  38;  how  financed,  56; 
general  trust,  93;  directory,  252 

Beneficiaries — in  contractual  trusts, 
68-71 

Bibliography — investment  trusts, 
386-390 

Blue  Sky  laws — favor  incorporation, 
23;  application  to  investment 
trusts,  228-229,  232-236 

Boardwalk  Securities  Corp. — direc- 
tory, 253 

Bond  houses — post-war  problems, 
10-11;  relations  with  investment 
trusts,  203-208 

Bond  Investment  Trust — early  in- 
vestment trust,  4 ;  invested  capital 
(N.  Y.  Attorney-General's  report), 
35 ;  contractual  trust,  69 ;  termina- 
tion, 78-79;  bond  trust,  102;  Mas- 
sachusetts income  tax,  186;  direc- 
tory, 253 

Bond  Investment  Trust  of  Amer- 
ica— contractual  trust,  69;  bond 
trust,  102;  directory,  253 

Bond    Trust   Shares,    Series    B — see 

United  States  Shares  Corp. 
Bond  trusts — definition,  33;  relative 

importance,  34-35;  theory,  102 
Bondbuyers  Trust — directory,  259 
Bonds — public     offerings,     6;     capi- 
talization    ratio,     39-43;     terms, 
44-48;    restrictions,    60;    no    con- 
tractual trust  bonds,  75 ;  amortiza- 
tion,   164 ;    accrued   interest,    171 ; 
analytical   tests,  213-216;   institu- 
tional investors,  222-224 
Bondshare  Corp. — directory,  259 


Bonus  stock — issued  with  deben- 
tures, 45;  issued  with  preferred 
stock,  49 
Borrowing — public  bond  offerings,  6 ; 
statutory  trusts,  39-48,  60-63;  con- 
tractual trusts,  75-76,  87;  call 
loans,  155 

Boston  Personal  Property  Trust — 
early  investment  trust,  4-5;  con- 
tractual trust,  69;  general  trust, 
93;  directory,  253;  tabulation  of 
resources,  etc.,  382-383 

Boston  Securities  Corp. — directory, 
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British  investment  trusts — history, 
1-4;  dissimilarity  to  American  in- 
vestment trusts,  7;  experience 
points  to  permanency  of  move- 
ment, 18 

British  type — name  for  statutory, 
general  trusts,  35 

British  Type  Investors,  Inc. — direc- 
tory, 253 

Brokers — post-war  problems,  10-11; 
over-the-counter  market,  29 ;  com- 
missions paid  by  unit  share  trusts, 
87-89;  call  loans,  155,  250;  rela- 
tions with  investment  trusts,  156, 
203-208 

Brooklyn-Lafayette  Corp.  —  direc- 
tory, 253 

Brookmire  Economic  Service — acts 
for  investment  trusts,  199 

Brown  Bros.  &  Co. — affiliations,  251 

Bryning  (Percy  Livingston) — on  in- 
vestment trusts,  240-241 

Building  and  loan  associations — 
similarity  to  investment  trusts,  21 ; 
precedent  for  wage  earners'  invest- 
ment trusts,  31 

Bureau  of  Internal  Revenue — regu- 
lations governing  computation  of 
profit,  180-181;  fiduciary  return, 
185 

Bureau  of  Foreign  &  Domestic 
Commerce — bibliography,  386,  387 

Bureau  of  Securities — report  on  in- 
vestment trusts,  34-36;   proposed 
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legislation,  226,  229-231;  bibliog- 
raphy, 387 
By-laws  —  contain  issuing  restric- 
tions, 60;  contain  investmont  re- 
strictions, 127;  specimen,  276-289, 
301-307 

California — investment  trusts  incor- 
porated in,  24;  stockholders'  lia- 
bility, 161;  regulation,  232-236; 
investment  trust  reports,  388 

California  Oil  Investment  Trust 
Certificates — sec  Investment  Bond 
&  Share  Co. 

Call  loans — borrowing,  155;  lending, 
250 

Callability — bonds,  47;  preferred 
stocks,  49-50;  contractual  trust 
shares,  78-79 

Campbell  (Edward  M.)— bibliog- 
raphy, 386 

Canadian  Bank  Stock  Trust  Shares, 
Series  D — see  United  States 
Shares  Corp. 

Canadian  bank  stocks — dispatch  in 
Wall  Street  Journal,  106 

Canadian  Bankstocks,  Inc. — trustee's 
compensation,  151-152;  directory, 
253 

Capital — British  investment  trusts, 
3;  American  investment  trusts,  6, 
17,  34-35;  supply,  12-14;  capitali- 
zation ratio,  39-43;  financing,  53- 
59,  63-64,  76-77,  196-197;  restric- 
tions, 59-63;  charge  for  raising, 
64-65,  83-84 ;  relation  to  dividends 
and  reserves,  162;  tabulation,  380- 
383 

Central  Investors  Corp. — directory, 
253 

Central  National  Corp. — directory, 
253 

Central  Trust  Company — Trustee 
for  Investment  Trust  Fund  A,  72 

Central  Union  Trust  Co. — trustee 
for  contractual  trusts,  73 

Century  Shares  Trust — directory, 
253 


Certificates — of  incorporation,  60, 
63,  127,  260-276.  289-300;  contrac- 
tual trusts,  68-90;  unit  share 
trusts,  87-90;  taxation,  181-185, 
186,  188-192,  192-193;  of  owner- 
ship, 184-185;  market,  210-211; 
valuation,  219;  institutional  in- 
vestors, 224-225 

Chain  Store  Investment  Corp. — 
chain  store  trust,  107;  directory, 
253;  tabulation  of  resources,  etc., 
382-383 

Chain  store  trusts — among  single 
industry  trusts,  33,  107-108 

Charges  of  investment  trusts — rais- 
ing capital,  64-65,  83-84;  mana- 
gerial compensation,  147-149 ;  trus- 
tee's compensation,  150-152;  ad- 
ministrative expense,  152-153; 
common  denominator,  216-218 

Charters — contain  issuing  restric- 
tions, 60;  amendment  required  for 
authorization  of  new  stock,  63; 
contain  investment  restrictions, 
127;   specimen,  260-276.  289-300 

Chase  National  Bank  of  the  City  of 
New  York — excerpts  from  "Bulle- 
tin," 18-19;  trustee  for  contractual 
trusts,  73 

Chatham  Phenix  National  Bank  & 
Trust  Co. — trustee  for  contractual 
trusts,  73;  sale  of  stock  dividends 
and  subscription  rights,  75 

Chicago,  Milwaukee  &  St.  Paul 
Railroad — example  of  fallen  lead- 
ers, 123 

Chicago  Trust  Co. — trustee  for  con- 
tractual trusts,  72,  73 

Childs  (Curtis  W.)— bibliography, 
386 

Cincinnati  Combined  Securities  Co. 
— directory,  253 

Clark,  Dodge  &  Co. — affiliations, 
251 

Class  A  and  Class  B  shares — statu- 
tory trusts,  50-52;  contractual 
trusts,  75-77 

Classification  —  investment  trusts, 
31-37;  directory,  251-259 


396 


INDEX 


Collateral  shares — name  for  con- 
tractual trust  certificates,  73,  86 

Collateral  trust  bonds — statutory 
trusts,  46-48 

Colonial  Inv'estors  Corp — buying 
and  selling  handled  by  trustee, 
74-75;  directory,  253 

Colorado — investment  trusts  incor- 
porated in,  24;  no  tax  on  non- 
resident decedents,   188 

Columbia  Investing  Corp. — statu- 
tory trust,  38;  general  trust,  93; 
directory,  253 

Commerce  Reports — bibliography, 
386 

Commercial  banks — entry  into  in- 
vestment trust  field,  10;  similarity 
to  investment  trusts,  21,  246;  af- 
filiations, 25;  institutional  in- 
vestors, 222-223 

Commercial  Finance  Corp. — early 
investment  trust,  4;  directory,  253 

Commercial  Investment  Trust  Corp. 
— name  misleading,  22 

Commercial  &  Financial  Chronicle — 
offerings  of  investment  trust  se- 
curities, 6;  bibliography,  388 

Common  denominator — investment 
trust  charges,  216-218 

Common  law  trusts — may  perform 
functions  of  investment  trusts,  23 ; 
as  contractual  trusts,  69-71 

Common  Stock  Trust  Shares,  Series 
A  and  A-1 — see  United  States 
Shares  Corp. 

Common  stock  trusts — reflection  of 
American  psychology,  9;  defini- 
tion, 33;  relative  importance,  34- 
35;  partial  list,  96-97;  theory,  97- 
100 ;  most  popular  stocks,  100-102 ; 
as  contractual  trusts,  102;  policies, 
140,  142-143,  163;  management 
problem,  200;  for  endowed  insti- 
tutions, 224-225;  effect  upon  se- 
curity markets,  248-250 

Common  stocks — public  offerings, 
6-7;  resemblance  to  contractual 
trust  shares,  34;  capitalization 
ratio,  39-44;  issue  with  senior  se- 


curities, 45-47,  49;  terms,  50-52; 
reserved  to  managers,  53-55,  61 ; 
most  popular  stocks,  100-102;  lia- 
bihty,  161;  taxation,  179-180, 
186-188;  analytical  tests,  212-213, 
215-216;  valuation,  219-222;  insti- 
tutional investors,  223-225;  popu- 
larization by  investment  trusts, 
247 

Compensation — raising  capital,  64- 
65,  83-84;  managerial,  147-149; 
trustee's,  150-152;  common  de- 
nominator, 216-218 

Competition — among  security  deal- 
ers, 10-11;  in  investment  trust 
field,  202-203 

Connecticut  Investment  Trust — di- 
rectory, 253 

Connecticut  Utilities  Corp. — direc- 
tory. 253 

Consolidated  Bond  &  Share  Corp. — 
directory,  253 

Consolidated  Stock  &  Debenture 
Co.,  Inc. — statutory  trust,  38; 
general  trust,  93;  directory,  253 

Consols — interest    rates    reduced,    3 

Continental  American  Bankshares 
Corp. — directory,  253 

Continental  Securities  Corp. — price 
record,  14;  invested  capital  (N.  Y. 
Attorney-General's  report),  35; 
statutory  trust,  38;  general  trust, 
93;  management  fee,  148;  com- 
parative table  (U.  S.  Investor), 
221 ;  affiliations,  251 ;  directory, 
253;  tabulation  of  resources,  etc., 
382-383 

Continuous  issue — statutory  trusts, 
64;  contractual  trusts,  81-82 

Contractual  trusts — definition,  31- 
32;  relative  importance,  34-35; 
legal  status,  68-71 ;  partial  list, 
68-69;  operation,  72-76;  illustra- 
tions of  financing,  76-77;  terms  of 
certificates,  77-80;  mechanics  of 
issue,  81-83;  differential,  83-84; 
position  in  market  decline,  84-85; 
unit  share  trusts,  85-92;  financial 
statements,  170-171;  taxation,  179, 
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181-185,  186,  188-192,  192-193;  pro- 
motion, 192-193,  210-211;  valua- 
tion, 219;  indentures,  308-361 

Control — investment  trust  affilia- 
tions, 25-27;  concentration,  27-28; 
managerial,  136-138;  charts,  384- 
385 

Convertibility — bonds,  46,  48;  pre- 
ferred stock,  49-50,  61 ;  contractual 
trust  shares,  78;  unit  share  trusts, 
88-90;  relation  to  market  for  con- 
tractual trust  shares,  211 

Coolidge  prosperity — effect  on  in- 
vestment trusts,  9-10 

Corporations — as  investment  trusts, 
23-25;  depositors  for  contractual 
trusts,  69;  institutional  investors, 
222,  225 ;  relations  with  investment 
trusts,  247-248 

Cost  valuation — investment  trust 
portfolios,  164-167 

Credit  ratings — portfolio  test,  117- 
118;  investment  restrictions,  130- 
131 

Credit  unions — precedent  for  invest- 
ment trusts,  31 

Crocker  vs.  Malley — significance  in 
relation  to  trusts,  70-71 

Crone  (John  A.) — on  investment 
trusts,  32 

Cumulative  dividends  —  statutory 
trust  preferred  stocks,  48-49 

Currencies — disorganization  in  Eu- 
rope, 13;  portfolio  test,  118 

Custodianship — function  of  trustee, 
72;  how  effected,  149-150 

Dealers — post-war  problems,  10-11; 
relations  with  investment  trusts, 
203-208 

Debentures — statutory  trusts,  45-47 

Declaration  (Deed)  of  trust — con- 
tains issuing  restrictions,  60; 
amendment  required  for  authori- 
zation of  new  stock,  63;  contains 
investment  restrictions,  127 

Definition — "investment  trust"  a 
misnomer,  2;  investment  trusts 
defined,  20-21 


Delaware — investment  trusts  incor- 
porated in,  24;  no  tax  on  non- 
resident decedents,  188 

Depositary — in  contractual  trusts, 
72;  American  depositaries,  150 

Dejiositor — in  contractual  trusts,  72- 
74 

Detroit  Bank  Participation  Shares — 
see  Industrial  Securities  Corp. 

Dickey  (Charles  D.) — on  invest- 
ment trusts,  227-228 ;  bibliography, 
386 

Differential — contractual  trusts,  83- 
84 

Directors — on  boards  of  two  or 
more  investment  trusts,  28 ;  should 
not  be  figureheads,  137;  transac- 
tions as  principals,  153-154 

Directory — investment  trusts,  251- 
259 

Discretionary  trusts — definition,  36; 
general  trusts  always  discretion- 
ary, 95;  theory,  123-124 

Distribution — evolution  of  system, 
10-11;  lack  of  skill  a  cause  for 
liquidation,  17;  listing,  28-29; 
sales  by  depositor,  72;  organiza- 
tion, 197,  200-203;  maintaining  a 
market,  208-211 

Diversification — cardinal  principle, 
19;  portfolio  analysis,  94-95,  108, 
110-111,  114-115;  standards  en- 
forced by  investment  restrictions, 
127-130 

Diversified  Investment  Trust — direc- 
tory, 253 

Diversified  Securities  Corp. — statu- 
tory trust,  38;  general  trust,  93; 
investment  restrictions,  128,  129, 
132;  management  fee,  148;  man- 
agement contract,  156;  directory, 
253 

Diversified  Trustee  Shares  (two  se- 
ries)— see  American  Trustee  Share 
Corp. 

Dividends— stock,  15.  75.  134-135; 
preferred  stock,  42-43.  48-49;  Class 
A  and  Class  B  stock.  50-51 ;  source 
of  earnings,  138-142;  policies,  157- 
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160;  accruals,  172;  analysis  by 
unit  share  trusts,  175,  176;  taxa- 
tion, 178-180,  186;  tabulation,  380- 
383 

Domestic  &  Foreign  Investors  Corp. 
— invested  capital  (N.  Y.  Attor- 
ney-General's report),  35;  how 
financed,  196;  directory,  253 

Dumping — dangers,  154-155 

Earnings — effect  of  capitalization 
ratio,  39-41 ;  shares  reserved  to 
management,  53-55,  76-77 ;  sources, 
138-139;  results  in  1927,  139-140; 
relation  to  dividend  policies  and 
reserves,  157-163;  financial  state- 
ments, 169,  171-173;  taxation,  179- 
186 ;  tabulation,  380-383 

Eastern  Bankers  Corp. — early  in- 
vestment trust,  4;  invested  capi- 
tal (N.  Y.  Attorney-General's  re- 
port), 35;  financial  stock  trust, 
103;  directory,  253;  tabulation  of 
resources,  etc.,  382-383 

Edge  Act — permits  incorporation  of 
investment  trusts,  25 

Electric  Investors,  Inc. — directory, 
253;  tabulation  of  resources,  etc., 
380-383 

Empire  Trust  Co. — trustee  for  con- 
tractual trusts,  73 

Endowed  institutions — institutional 
investors,  222,  224-225 

English  investment  trusts — history, 
1-4;  dissimilary  to  American  in- 
vestment trusts,  7;  experience 
points  to  permanency  of  move- 
ment, 18 

Equitable  Investment  Trust,  Inc. — 
directory,  253 

Equitable  title — vs.  legal  title,  68-70 

Estate  tax — investment  trust  securi- 
ties, 186 

Europe — investment  trusts  in,  1,  7; 
European  financing,  5,  12-14; 
American  investment  trusts  oper- 
ating in,  16-17,  110-114,  199,  245- 
246 


European  Shares,  Inc. — attained 
large  size,  17;  directory,  259 

Executors — as  institutional  inves- 
tors, 222-224 

Farmers'  Loan  &  Trust  Co. — trustee 
for  contractual  trusts,  72,  73 

Farmers'  Loan  &  Trust  Co.  Invest- 
ment Fund  (No.  1) — contractual 
trust,  69;  functions  of  depositor 
and  trustee  combined,  72;  differ- 
ential, 83;  management  fee,  148; 
independent  audit,  178;  directory, 
254 

Federal  Bond  &  Share  Corp. — direc- 
tory, 254 

Federal  Reserve — law  permits  incor- 
poration of  investment  trusts,  25; 
New  York  bank  on  financial  stock 
trusts,  106;  suggested  amendment 
to  Act,  236;  Bulletin,  388 

Federated  Capital  Corp. — valuation, 
164;  price  quotations,  209;  direc- 
tory, 254;  tabulation  of  resources, 
etc.,  382-383 

Fee — redemption,  78;  management, 
147-149;  trustee's,  150-152 

Fiduciary  return — by  trustee,  184- 
185,  186 

Financial  Investing  Co.  of  New 
York,  Ltd. — price  record,  14;  in- 
vested capital  (N.  Y.  Attorney- 
General's  report),  35;  statutory 
trust,  38;  notes,  47;  charge  for 
raising  capital,  65;  general  trust, 
93;  Foreign  Government  Bond 
Trust  Certificates,  102;  invest- 
ment restrictions,  129,  131 ;  earn- 
ings, 140;  management  fee,  148; 
price  quotations,  209;  ratio  of 
price  to  earnings,  219;  directory, 
254;  tabulation  of  resources,  etc., 
382-383 

Financial  statements  —  specimen, 
168-171 ;  treatment  of  special 
items,  171-172;  publicity,  172-177; 
window  dressing,  178 ;  reports,  362- 
379 
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Financial  stock  trusts — reflection  of 
American  psychology,  9;  defini- 
tion, 33;  relative  importance,  34- 
35;  partial  list,  103;  theory,  103- 
105;  most  popular  financial  stocks, 
105;  as  contractual  trusts,  105; 
weaknesses,  106;  superinvestment 
trusts,  106-107 

Financing — foreign,  5,  12-14;  kinship 
of  financing  companies  with  in- 
vestment trusts,  21 ;  statutory 
trusts,  55-59,  63-64,  196-197;  con- 
tractual trusts,  76-77,  197 

First  Federal  Foreign  Investment 
Trust — incorporated  under  Edge 
Act,  25;  invested  capital  (N.  Y. 
Attorney-General's  report),  35; 
statutory  trust,  38;  general  trust, 
93;  international  operations,  110; 
portfolio  analysis,  119;  organiza- 
tion, 199;  price  quotation,  209; 
directory,  254;  tabulation  of  re- 
sources, etc.,  382-383 

First  Investment  Co. — early  invest- 
ment trust,  4;  statutory  trust,  38; 
charge  for  raising  capital,  65;  gen- 
eral trust,  94;  directory,  254; 
tabulation  of  resources,  etc.,  382- 
383 

First  Investment  Fund — see  Se- 
curity Management  Co.  (N.  Y.). 

First  National  Investment  Trust — 
directory,  259 

First  National  Security  Investing 
Co. — directory,  254 

First  Ohio  Investment  Co. — direc- 
tory, 254 

Fiscal  agent — investment  trusts 
identified  with  fiscal  agents,  25; 
wholesaling,  200-203 

Fisher  (Irving) — on  common  stocks, 
100 

Fixed  Trust  Shares — see  American 
Basic-Business  Shares  Corp. 

Fixed  trusts — definition,  36;  theory, 
124-126;  as  unit  share  trusts,  134; 
imbed  profits,  139;  no  manage- 
ment fee,  149 ;  trustee's  compensa- 
tion,   153;    management   resolved 


into  custodianship,  200;  effect 
upon  security  markets,  248-250 

Florida — no  tax  on  nonresident  de- 
cedents, 188 

Foreign  Government  Bond  Trust 
Certificates — see  Financial  Invest- 
ing Co.  of  New  York,  Ltd. 

Foreign  investment  tru.sts — history, 
1-4;  dissimilarity  to  American  in- 
vestment trusts,  7 

Foreign  securities  —  purchase  b  y 
British  investment  trusts,  3;  by 
American  investment  trusts,  12- 
13;  taxation,  192-193 

I'ounders  Securities  Trust — direc- 
tory, 254 

Founders'  shares — represent  more 
nearly  a  true  common  stock,  50; 
voting  power,  52 

Franklin  (George  S.) — bibliography, 
386 

Fraud — among  investment  trusts, 
17;  application  of  Fraud  Acts  to 
investment  trusts,  228-229,  231; 
counteracted  by  investment  trusts, 
245 

Fully  paid  shares — issue  by  invest- 
ment trusts,  51-52,  79 

Fund,  investment- — basis  for  classi- 
fication, 32-33,  36;  effect  on  capi- 
talization ratio,  41-43;  problems 
created  by  intermittent  issue,  63- 
64;  legal  vs.  equitable  title,  68-70; 
handling  the  contractual  trust's 
portfolio,  72-75;  analysis.  93-122; 
investment  restrictions,  123-135; 
management,  136-156 ;  earnings, 
138-142;  custody,  149-150;  valua- 
tion, 164-167 

General  American  Investors  Co., 
Inc. — invested  capital  (N.  Y.  At- 
torney-General's report),  35;  sta- 
tutory trust,  38;  stock  warrants, 
45;  how  financed,  57;  syndicate 
participations,  65-66;  general  trust, 
94;  no  investment  restrictions, 
126;  financial  statements.  168-170; 
statistical    facilities,    198-199;    di- 
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rectory,  254;  tabulation  of  re- 
sources, etc.,  382-383 

General  Public  Service  Corp. — aver- 
age investor's  holding,  30;  direc- 
tory, 254;  tabulation  of  resources, 
etc.,  382-383 

General  Securities  Corp. — directory, 
259 

General  Trustees  Corp. — financial 
stock  trust  specializing  in  invest- 
ment trusts,  106;  directory,  254 

General  trusts — definition,  33;  rela- 
tive importance,  34-35;  partial 
list,  93-94;  theory,  94-95;  derive 
proportionately  more  income  from 
interest  and  dividends,  140;  effect 
upon  security  markets,  248-250 

Geographical  origin — as  a  basis  for 
classification,  36-37;  significance, 
110-114;  investment  restrictions, 
127-130 

German  Credit  &  Investment  Corp. 
— international  banking  opera- 
tions, 13 

Grayson  (Theodore  J.) — ^bibliog- 
raphy, 386 

Great  Britain,  investment  trusts  in 
—history,  1-4;  dissimilarity  to 
American  investment  trusts,  7; 
experience  points  to  permanency 
of  movement,  18 

Greenway  Corp. — directory,  254 

Grover  (Lawrence) — bibliography, 
386 

Guardian  Investment  Trust — price 
quotations,  209;  directory,  254 

Guardian  Investors  Corp. — price 
record,  14;  stock  purchase  war- 
rants, 45-46;  preferred  stock,  49, 
60-61;  earnings,  140;  directory, 
254 

Guardians  —  institutional  investors, 
222-224 

Harris,  Forbes  &  Co. — underwriters 
for  American  Founders  group,  202 

Harvard  Business  Review — bibliog- 
raphy, 386 


Haskins  &  Sells — continuous  audit, 

149-150 
Hecht    vs.    Malley — significance    in 

relation  to  trusts,  71 
Holding  company — Railway  &  Light 

Securities    Co.    conceived    as,    5; 

kinship  to  investment  trusts,  21-22 
Hughes  investigation — life  insurance 

companies,  239 

Income  —  effect  of  capitalization 
ratio,  39-41 ;  shares  reserved  to 
management,  53-55,  76-77 ;  sources, 
138-139;  results  in  1927,  139-140; 
relation  to  dividend  policies  and 
reserves,  157-163;  financial  state- 
ments, 169,  171-173;  taxation,  179- 
186;  tabulation,  380-383 

Incorporated  Investors — price  rec- 
ord, 14;  invested  capital  (N.  Y. 
Attorney-General's  report),  35; 
statutory  trust,  38;  common  stock, 
44;  charge  for  raising  capital,  65; 
common  stock  trust,  96;  con- 
tinuity of  management,  138;  man- 
agement fee,  148;  trustee's  fee, 
152;  dividend  poHcy,  158,  163; 
price  quotation,  209;  directory, 
254;  tabulation  of  resources,  etc., 
382-383 

Indentures — contain  issuing  restric- 
tions, 60;  govern  certificates,  72; 
specimen,  308-361 

Industrial  Securities  Corp. — direc- 
tory, 254 

Industrial  Trustee  Shares — direc- 
tory, 259 

Inheritance  taxes — estate  tax,  186; 
statutory  trusts,  186-188;  con- 
tractual trusts,  188-192 

Inland  Investors,  Inc. — invested  cap- 
ital (N.  Y.  Attorney-General's  re- 
port), 36;  common  stock,  44;  bor- 
rowing, 63;  common  stock  trust, 
96;  investment  restrictions,  129, 
132;  directory,  254;  tabulation  of 
resources,  etc.,  382-383 

Instalment  sales — by  investment 
trusts,  206 
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Insurance  companies — similarity  to 
investment  trusts,  21 ;  labor's  in- 
surance companies  a  precedent  for 
investment  trusts,  31 ;  most  popu- 
lar insurance  stocks,  105;  institu- 
tional investors,  222,  224;  Hughes 
investigation,  239 

Insurance  stock  trusts — reflection  of 
American  psychology,  9;  defini- 
tion, 33;  relative  importance,  34- 
35;  theory,  103-105;  most  popular 
insurance  stocks,  105;  as  contrac- 
tual  trusts,   105;    weaknesses,    106 

Insurance  &  Bank  Stock  Trust — 
financial  stock  trust,  103;  direc- 
tory, 254 

Insuranshares  Corp.  (Trust  Certifi- 
cates, Series  A-27,  C-27,  F-27, 
H-27  and  B-28)— price  record,  14 ; 
average  investor's  holding,  30; 
invested  capital  (N.  Y.  Attorney- 
General's  report),  36;  contractual 
trusts,  69 ;  name  of  certificates,  73 
Class  A  and  class  B  shares,  75-76 
termination,  78;  issuance,  82-83 
differential,  83;  financial  stock 
trusts,  103;  research  on  insurance 
stocks,  104 ;  concentrates  on  insur- 
ance field,  105;  supervision  dele- 
gated, 136;  trustee's  compensa- 
tion, 151 ;  transactions  with  offi- 
cers, 154;  distribution,  201;  adver- 
tising, 206;  fiscal  agent  for  Sterling 
Securities  Corp.,  207;  price  quota- 
tions, 209;  directory,  254;  tabula- 
tion of  resources,  etc.,  380-383 

Insuranshares  Management  Co. — 
supervises  investments  for  Insur- 
anshares Corp.,  136 

Intercontinental  Investment  Corp. — 
preferred  stock,  49;  management 
fee,  148 ;  directory,  254 ;  tabula- 
tion of  resources,  etc.,  382-383 

Interest — reduction  in  rates  on 
British  "Consols,"  3;  decline  in 
rates  after  World  War,  12;  rate 
affects  capitalization  ratio,  42-43; 
source  of  earnings  for  investment 
trusts,    138-142;    may    round    out 


managerial  compensation,  149;  ac- 
cruals, 171 ;  effect  of  rate  reduc- 
tions on  banks,  222-223 

Interim  receipts — contractual  trusts, 
82 

Intermittent  issue — statutory  trusts, 
63-64 

International  American  Investment 
Corp. — directory,  255 

International  Bond  &  Share  Corp. — 
investment  restrictions,  129-130; 
directory,  255 

International  Capital  Corp. — direc- 
tory, 255 

International  Financial  Society,  Ltd. 
— public  offering,  2 

International  investment  trusts — 
theory,  110-114;  management,  144- 
145,  199;  custody  of  portfolio, 
150;  foreign  taxation,  192-193; 
economic  and  social  significance, 
245-246 

International  Mercantile  Marine 
Corp. — example  of  fallen  leaders, 
123 

International  Securities  Corp. 
(Trust)  of  America — early  invest- 
ment trust,  4-5;  price  record,  14; 
growth,  15;  dividends,  15,  157;  in- 
corporation, 24;  relations  with 
American  Founders  Trust,  27,  136, 
198;  average  investor's  holding, 
30;  invested  capital  (N.  Y.  Attor- 
ney-General's report),  36;  statu- 
tory trust,  38;  capitalization,  45; 
option  contract,  53-54,  61;  issuing 
restrictions,  60-61 ;  loan  restric- 
tions, 62-63 ;  charge  for  •  raising 
capital,  65;  general  trust,  94;  port- 
folio analysis,  80,  95,  107,  110,  115, 
118,  119-120;  research  (American 
Founders  Trust).  112-113;  invest- 
ment restrictions,  128-132;  super- 
vision delcj:ated,  136;  turnover, 
139;  earnings,  140;  technique.  144- 
145;  management  fee,  148;  cus- 
tody of  portfolio,  150;  administra- 
tive expense,  152-153;  interested 
directors  barred  from  voting.  154; 
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reserve,  160,  162,  164;  valuation, 
164;  publicity,  175;  organization 
(American  Founders  Trust),  199; 
distribution,  202 ;  price  quotations, 
209;  ratio  of  price  to  earnings, 
219;  directory,  255;  tabulation  of 
resources,  etc.,  380-383 

Inter-State  Securities  Corp. — direc- 
tory, 255 

Invested  capital — British  investment 
trusts,  3;  American  investment 
trusts,  6,  17,  34-35;  tabulation, 
380-383 

Investing  Corp.  of  America — con- 
tractual trust,  69;  differential,  84; 
common  stock  trust,  96;  invest- 
ment restrictions,  129;  manage- 
ment fee,  148-149;  directory,  255 

Investment  Bankers  Association  of 
America — members  affiliated  with 
investment  trusts,  25;  reports  and 
resolutions,  227-229;  bibliography, 
386,  388 

Investment  banking — entry  into  in- 
vestment trust  field,  10-11;  affilia- 
tions, 25-26,  251-259;  relation  to 
investment  trusts,  247 

Investment  Bond  &  Share  Co. — 
number  of  securities  in  portfolio, 
115;  directory,  255 

Investment  Bond  &  Share  Corp. 
(Canadian) — invested  capital  (N. 
Y.  Attorney-General's  report),  36 

Investment  Co.  of  America — rela- 
tions with  Investment  Research 
Corp.,  27,  200;  invested  capital 
(N.  Y.  Attorney-General's  report), 
36;  statutoiy  trust,  38;  voting 
power,  52;  general  trust,  94;  port- 
folio analysis.  120;  investment  re- 
strictions, 129;  earnings,  140;  price 
quotations,  209;  ratio  of  price  to 
earnings,  219;  directory,  255;  tab- 
ulation of  resources,  etc.,  382-383 

Investment  Corp.  of  North  Amer- 
ica— contractual  trust,  69;  com- 
mon stock  trust,  96;  directory,  255 

Investment  fund — basis  for  classifi- 
cation, 32-33,  36;  effect  on  capi- 


talization ratio,  41-43;  problems 
created  by  intermittent  issue,  63- 
64;  legal  vs.  equitable  title,  68-70; 
handling  the  contractual  trust's 
portfoHo,  72-75;  analysis,  93-122; 
investment  restrictions,  123-135; 
management,  136-156;  earnings, 
138-142;  custody,  149-150;  valua- 
tion, 164-167 

Investment  Fund  (No.  1)  —  see 
Farmers'  Loan  &  Trust  Co.  In- 
vestment Fund  (No.  1) 

Investment  Managers  Co. — average 
investor's  holding,  30;  invested 
capital  (N.  Y.  Attorney-General's 
report),  36;  contractual  trusts,  69, 
72;  deposits  and  withdrawals,  74; 
redemption,  78;  subscriptions  to 
trustee,  81;  differential,  84;  issu- 
ance, 84 ;  common  stock  trusts,  96 ; 
research,  97-100;  localization,  110; 
investment  restrictions,  128,  129- 
130,  132-133;  continuity  of  man- 
agement, 137-138;  policy,  142; 
management  fee,  148;  trustee's 
fee,  152 ;  dividends,  157 ;  publicity, 
173;  directory,  255;  indenture, 
308-332;  tabulation  of  resources, 
etc.,  382-383 

Investment  Research  Corp. — rela- 
tions with  American  Capital 
Corp.,  Investment  Co.  of  Amer- 
ica, and  Pacific  Investing  Corp., 
27;  organization,  200 

Investment  restrictions — basis  for 
classification,  36-37;  discretionary 
vs.  fixed  trusts,  123-126;  unlimited 
vs.  limited  discretion,  126-127; 
typical  restrictions,  128-131;  table 
showing  maximum  portfolio  per- 
centages, 129-130;  provisions  for 
marketability,  13  0;  provisions 
with  respect  to  investment  cali- 
ber, 130-131;  provisions  as  to 
maximum  holding  of  one  security, 
132;  requiring  sale  of  securities, 
132-133;  fixed  and  limited  man- 
agement trusts,  133-135 
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Investment  Shares  Corp. — contrac- 
tual trust,  69;  common  stock 
trust,  96;  investment  restrictions, 
133-134;  directory,  255 

Investment  Trust  Funds  A  and  B — 
see  Investment  Managers  Co. 

Investment  trust  movement — world 
status,  1;  history,  1-19;  present 
status,  21-31,  34-35;  public  atten- 
tion, 226-236;  regulation  from 
within,  238-239;  potential  growth, 
240-241 ;  economic  and  social  sig- 
nificance, 244-250 

Investment  Trust  of  America,  Inc. — 
absorbed  by  Bankstocks  Corp.  of 
Maryland,  28 

Investment  Trust  of  New  York,  Inc. 
— contractual  trust,  69;  differen- 
tial, 84;  common  stock  trust,  96; 
investment  restrictions,  133;  trus- 
tee's compensation,  151 ;  price 
quotation,  209;  directory,  255 

Investment  Trust  Shares,  Series  A 
and  B — contractual  trusts,  69; 
functions  of  depositor  and  trustee 
combined,  72;  differential,  84; 
common  stock  trusts,  96;  fixed 
trusts,  124;  price  quotations,  209; 
directory,  255 

Investors — expansion,  8-9;  holdings 
of  investment  trust  securities,  29- 
30;  analytical  tests  for,  212-222; 
institutional,  222-225;  investment 
trust  services  to,  241-244 ;  influence 
of  investment  trusts  on,  244-245 

Investors  Corp. — invested  capital 
(N.  Y.  Attorney-General's  report), 
36;  directory,  255;  tabulation  of 
resources,  etc.,  382-383 

Investors  Equity  Co.,  Inc. — invested 
capital  (N.  Y.  Attorney-General's 
report),  36;  statutory  trust,  38; 
serial  issue,  50;  how  financed,  57; 
issuing  restrictions,  60;  general 
trust,  94;  valuation,  116,  165; 
price  quotations,  209;  directory, 
255;  tabulation  of  resources,  etc., 
382-383 


Investors  Foimdation,  Inc. — direc- 
tory, 255 

Investors  of  Washington,  Inc. — in- 
vestment restrictions,  128,  129, 
132;  directory,  255 

Investors  Savings  Trusts-directory, 
255 

Investors  Trustee  Foundation  of 
United  States,  Inc. — invested  capi- 
tal (N.  Y.  Attorney-General's  re- 
port), 36;  contractual  trust,  69; 
common  stock  trust,  96;  fixed 
trust,  124;  price  quotation,  209; 
directory,  255 

Issue — restrictions,  59-61,  82-83;  in- 
termittent, 63-64;  continuous,  64, 
81-82 

Jackson  &  Curtis  Investment  Asso- 
ciates— statutory  trust,  39;  charge 
for  raising  capital,  65;  may  pur- 
chase land,  93;  general  trust,  94; 
directory,  255 

Jackson  &  Curtis  Securities  Corp. — 
directory,  255 

Joint  Investors,  Inc. — investment  re- 
strictions, 129;   directory,  255 

Joint  Securit}^  Corp. — investment  re- 
strictions, 129;  directory,  255 

Joint  stock  association — may  per- 
form functions  of  investment 
trust,   23 

Joint  Stock  Bond  &  Share  Co.  of 
Maryland — directory,  259 

Joint  Stock  Securities  Co. — financial 
stock  trust,  103;  specialization  in 
land  bank  stocks,  105;  directory, 
255 

Jones  (Grosvenor  M.) — bibliog- 
raphy, 386 

Journal  of  Accountancy — bibliog- 
raphy, 387 

Keane's     Manual     of     Investment 

Trusts — bibliography,  388 
Kidder  Participations,  Inc.  (Nos.  1, 

2  and  3)— invested  capital  (N.  Y. 

Attorney-General's     report),     36; 

statutory  trusts.  39;  how  financed, 
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58;  general  trusts,  94;  investment 
restrictions,      128-129;      directory, 
255-256 
Kilborne       (Russell      D.) — bibliog- 
raphy, 386 

Labor — new  investors,  8;  invest- 
ment trusts  for,  30-31 

Land — investment  trust  dealings  in, 
5,  93;  speculative  competition,  11; 
investment  trusts  specializing  in 
land  banks,  105,  108 

Laws — American  investment  trusts 
a  reflection  of,  7;  flexibility  pro- 
moted versatility,  9 ;  governing  in- 
corporation of  investment  trusts, 
23-25 ;  governing  unincorporated 
investment  trusts,  23-24;  govern- 
ing contractual  trusts,  68-71 

Lee  (Frederic  E.) — bibliography, 
386 

Lee,  Higginson  &  Co. — aflFiliations, 
251 

Legal  title — vs.  equitable  title,  68- 
70;  affects  inheritance  taxes  on 
contractual  trusts,  189-190 

Legislation — need  in  interests  of  in- 
stitutional investors,  223-224 ; 
state  regulation,  227-236;  Federal 
regulation,  236 

Liability — bank  stocks,  51 ;  contin- 
gent, 161,  163 

Liberty  Loans — possible  cooperation 
by  investment  trusts,  246 

Liberty  National  Bank — trustee  for 
contractual  trusts,  73 

Life  insurance — labor's  insurance 
companies  a  precedent  for  invest- 
ment tru.sts,  31 ;  institutional  in- 
vestors, 222,  224;  Hughes  investi- 
gation, 239 

Limited  management  trusts — defini- 
tion, 36;  as  unit  share  trusts,  86- 
87,  134;  imbed  profits,  139;  trus- 
tee's compensation,  151-152;  man- 
agement problems,  200;  efi'ect 
upon  security  markets,  248-250 

Lincoln  Mutual  Investment  Trust — 
directory,  256 


Liquidated  investment  trust  s — 
causes,  17;  directory,  258-259 

Listing — investment  trust  securities, 
29 

Loans — statutory  trusts,  61-63;  con- 
tractual trusts,  75-76;  call  loans, 
155,  250 

Localization  —  local  investment 
trusts,  8,  106;  of  investments,  110- 
111,  114,  146,  150,  200 

London — first  investment  trust  offer- 
ing, 2;  position  as  money  center, 
3 

Management — problems,  17,  138- 
146;  affiliations,  25-27;  stock  own- 
ership, 53-55;  exercise  of  control, 
72,  136-138;  wide  powers  in  gen- 
eral trusts,  95 ;  essential  element 
is  integrity,  127,  156;  compensa- 
tion, 147-149;  custody,  149-150; 
trusteeship,  150-152 ;  administra- 
tive expense,  152-153;  abuses,  153- 
156;  organization,  197-200;  com- 
pensation reduced  to  common 
denominator,  216-218;  evaluation, 
219-222;  chart,  384 

Manipulation — prevented  by  mar- 
ketability of  portfolio,  116-117;  no 
part  of  business  of  investment 
trust,  155-156 

Margin  purchases — analogous  to 
issue  of  bonds  by  a  common  stock 
trust,  41-42;  no  part  of  business 
of  investment  trust,  155-156 

Market — investment  trusts  a  reflec- 
tion of,  8-10 ;  lack  of  skill  in  mar- 
keting a  cau.se  for  liquidation,  17; 
listed  and  over-the-counter,  28-29 ; 
effect  of  decline  on  a.sset  value  of 
securities,  43-44,  84-85;  sales  by 
depositor,  72;  marketability  of 
portfolio,  90,  106,  108,  111,  116- 
117,  130;  policy  with  respect  to, 
142-143.  194;  valuation  of  port- 
folio, 164-165;  marketing  organi- 
zation, 197,  200-203;  maintaining 
a  market,  208-211;  effect  of  in- 
vestment trusts  on,  248-250 
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Martin  Act — application  to  invest- 
ment trusts,  231 

Maryland — investment  trusts  incor- 
porated in,  24;  no  tax  on  nonresi- 
dent decedents,  188 

Massachusetts  —  investment  trusts 
incorporated  in,  24;  income  tax 
assumed  by  contractual  trust,  186; 
no  tax  on  nonresident  decedents, 
188;  legal  investments,  224 

Massachusetts  Investors  Trust — 
price  record,  14;  average  inves- 
tor's holding,  30;  invested  capital 
(N.  Y.  Attorney-General's  report), 
36 ;  statutory  trust,  39 ;  equivalent 
of  common  stock,  44;  charge  for 
raising  capital,  65;  common  stock 
trust,  97;  investment  restrictions, 
133;  management  fee,  148;  trus- 
teeship of  portfolio,  149;  trustee's 
compensation,  150,  152;  dividend 
policy,  158,  163;  directory,  256; 
tabulation  of  resources,  etc.,  381- 
383 

Massachusetts  trust — may  perform 
functions  of  investment  trust,  23 

Massachusetts  Utilities  Investment 
Trust — name  misleading,  22 

McFadden  (Louis  T.) — on  Federal 
regulation,  236;  bibliography,  386 

McLaughlin  (George  V.) — bibliog- 
raphy, 388 

Merchandising  —  by  investment 
trusts,  203-207 

Metal  &  Mining  Shares,  Inc. — di- 
rectory, 256 

Minnesota — stockholders'  liability, 
161 

Mitchum,  Tully  Participations,  Inc. 
— directory,  256 

Mohawk  Investment  Corp. — direc- 
tory, 256 

Moody's  Investors  Service — applica- 
tion of  ratings  to  portfolio,  117- 
118,  130-131;  acts  for  investment 
trusts,  199;  bibliography,  388 

Morgan  (George  W.) — bibliography, 
386 


Morristown  Securities  Corp. — aver- 
age investor's  holding,  30;  in- 
vested capital  (N.  Y.  Attorney- 
General's  report),  36;  statutory 
trust,  39;  general  trust,  94;  run 
by  individuals  cognizant  of  mar- 
ket conditions,  155-156;  directory, 
256;  tabulation  of  resources,  etc., 
382-383 

Mortgage  companies — similarity  to 
investment  trusts,  21 

Moulton  (Harold  G.) — bibliography, 
386 

Mutual  Finance  Corp. — early  in- 
vestment trust,  4;   directory,  256 

Mutual  Investment  Co. — price  rec- 
ord, 14;  contractual  trust,  69; 
Class  A  and  Class  B  shares,  75-76 ; 
borrowing,  75-76;  redemption,  78; 
assignment,  79-80;  differential,  84; 
general  trust,  94;  portfolio  analy- 
sis, 120;  investment  restrictions, 
129-130;  earnings,  140;  dividends, 
158-159;  valuation,  164;  publicity, 
175;  price  quotation,  209;  direc- 
tory, 256 

Mutual  Investors  Co. — directory, 
256 

Nation-Wide  Securities  Co. — con- 
tractual trust,  69;  common  stock 
trust,  97 ;  Federal  income  tax  anal- 
ysis, 182-184;  directory,  256 

National  Associated  Investors,  Inc. 
— directory,  259 

National  Association  of  Securities 
Commissioners — study  of  invest- 
ment trusts,  231-232 

National  Association  of  Supervisors 
of  State  Banks — on  investment 
trusts,  232 

National  Bureau  of  Economic  Re- 
search— on  business  cycles,   112 

National  City  Bank — international 
diversification.  114 

National  Industrial  Conference 
Board,  Inc. — on  foreign  invest- 
ment, 13-14 
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National  Power  Securities  Corp. — 
directory,  259 

Negotiability — contractual  trust  cer- 
tificates, 79 

New  Bedford  Investors  Trust — 
maintaining  a  market,  211;  direc- 
tory, 256 

New  England — early  investment 
trusts,  5,  8 

New  England  Investment  Trust, 
Inc. — average  investor's  holding, 
30;  invested  capital  (N.  Y.  Attor- 
ney-General's report),  36;  direc- 
tory, 259 

New  Jersey — investment  trusts  in- 
corporated in,  24;  location  avoids 
New  York  tax,  186;  no  tax  on 
nonresident  decedents,  188;  regu- 
lation, 236;  investment  trust  re- 
ports, 387,  388 

New  Jersey  Bond  &  Shareholding 
Corp. — charge  for  raising  capital, 
65;  general  trust,  94;  concentrates 
on  New  Jersey  securities,  110;  in- 
vestment restrictions,  129;  direc- 
tory, 256 

New  Jersey  Shares  Corp. — financial 
stock  trust,  103 ;  directory,  256 

New  York — early  investment  trusts, 
5;  investment  trusts  in,  8,  24;  At- 
torney-General's report,  34-36,  226, 
229-231,  387;  taxation,  185-186, 
189-190,  193;  proposed  legislation, 
229-231,  236-237 

New  York  Central  Railroad  Co. — 
financing  through  new  stock  issues, 
98,  249 

New  York  Stock  Exchange — specu- 
lative competition,  11;  member 
firm  affiliations,  25;  listing,  29;  on 
investment  trusts,  226-227;  vol- 
ume of  securities,  240 

New  York  Stock  Trust — early  in- 
vestment trust,  4 ;  directory,  259 

New  York  Telegram — on  investment 
trusts,  16-17 

New  York  Times — investment  trust 
quotations,  7;  on  investment 
trusts,  29 


New  York  World — on  investment 
trusts,  32 

Newspaper  quotations — by  New 
York  Times,  7 

No  par — preferred  stocks,  49;  com- 
mon stocks,  50;  contractual  trust 
shares,  79 

Non-assessability — investment  trust 
shares,  51-52,  79 

Non-cumulative  dividends — possi- 
bility of  abuse,  49;  on  Class  A 
stock,  51 

Nondiscretionary  trusts — definition, 
36;  theory,  124-126;  as  unit  share 
trusts,  134;  imbed  profits,  139;  no 
management  fee,  149;  trustee's 
compensation,  153 ;  management 
resolved  into  custodianship,  200; 
effect  upon  security  markets,  248- 
250 

Normal  income  tax — exemptions, 
180,  182-184 

North  American  Bankstock  Corp. — 
directory,  259 

North  American  Co. — financing 
through  new  stock  issues,  98 

North  American  Investment  Corp. 
— directory,  256;  tabulation  of  re- 
sources, etc.,  382-383 

North  American  Investors  Corp. — 
statutory  trust,  39;  issuing  restric- 
tions, 60;  general  trust,  94;  locali- 
zation, 113;  portfolio  analysis,  120- 
121 ;  investment  restrictions,  129, 
131;  technique,  145;  directory,  256 

Odd  lot  premiums — in  unit  share 
trusts,  87-89 

Offering  price — record.  14-15;  con- 
tractual trusts,  83-84;  unit  share 
trusts,  88-89;  quotations,  208-210; 
fluctuations,  210-211 

Officers — on  boards  of  two  or  more 
investment  trusts,  28;  should  not 
be  figureheads,  137;  transactions 
as  principals,  153-154 

Ohio — regulation,  236 

Ohio   Shares,  Inc. — directory,  256 
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Oil  Shares,  Inc. — oil  trust,  107;  di- 
rectory, 256 

Oil  trusts — among  single  industry 
trusts,  33,  107-108 

Oilstocks,  Ltd. — directory,  256 

Old  Colony  Investment  Trust — sta- 
tutory trust,  39;  how  financed,  58; 
no  restrictions,  60,  62,  126;  gen- 
eral trust,  94;  statistical  facilities, 
199;  comparative  table  (U.  S.  In- 
vestor), 221;  directory,  256;  tabu- 
lation of  resources,  etc.,  382-383 

Old  Colony  Trust  Associates — statu- 
tory trust,  39;  general  trust,  94; 
management  fee,  148,  152;  direc- 
tory, 256 

Options — on  statutory  trust's  stock, 
53-54 ;  restrictions,  61 

Organization — managerial,  198-200 ; 
marketing,  200-208;  charts,  384- 
385 

Ottinger  (Albert)— figures  for  in- 
vested capital,  34-36;  proposed 
legislation,  226,  229-231 

Over  the  counter — market  for  in- 
vestment trust  securities,  28-29 

Overseas  Securities  Co.,  Inc.  (Corp.) 
— early  investment  trust,  4-5; 
average  investor's  holding,  30;  sta- 
tutory trust,  39 ;  general  trust,  94 ; 
earnings,  140;  financing,  196-197; 
directory,  256;  tabulation  of  re- 
sources, etc.,  382-383 

Ownership  certificates — accompany- 
ing dividend  coupons,  184-185 

Pacific     Investing     Corp. — relations 

with  Investment  Research  Corp., 

27,  200;    invested   capital    (N.  Y. 

Attorney-General's     report),     36; 

statutory  trust,  39;  general  trust. 

94;  earnings  statement,  173;  price 

quotation,    209;     directory,    256; 

tabulation  of  resources,  etc.,  382- 

383 
Par     value — preferred     stocks,     49; 

common    stocks,    50;    contractual 

trust  shares,  79 


Parker  &  Putnam — professional  in- 
vestment trust  managers,  27;  re- 
search on  common  stocks,  99 

Participating  features — investment 
trust  bonds,  45-47;  investment 
trust  preferred  stocks,  48-49 

Participating  Investors  Shares  Corp. 
— financial  stock  trust,  103;  direc- 
tory, 256 

Partnership — may  perform  functions 
of  investment  trust,  23 

Pennsylvania — property  tax,  193 

Pennsylvania  Investing  Co. — early 
investment  trust,  4;  directory,  256 

Philadelphia  Joint  Stock  Trust  Cer- 
tificates— contractual  trust,  69 ; 
financial  stock  trust,  103;  speciali- 
zation in  land  bank  stocks,  105; 
directory,  256 

Pioneer  Investment  Trust — direc- 
tory, 259 

Plumer  (Richard  C.) — bibhography, 
387 

Pool  operations — prevented  by  mar- 
ketability of  portfolio,  116-117; 
no  part  of  business  of  investment 
trust,  155-156 

Portfolio — basis  for  classification, 
32-33,  36;  effect  on  capitalization 
ratio,  41-43;  problems  created  by 
intermittent  issue,  63-64;  legal  vs. 
equitable  ownership,  68-70;  han- 
dling the  contractual  trust's  port- 
folio, 72-75;  analysis,  93-122;  in- 
vestment re.strictions,  123-135; 
management,  136-156 ;  earnings, 
138-142;  custody,  149-150;  valua- 
tion, 164-167 

Powell  (Ellis  T.)— bibliography,  387 

Power  &  Light  Securities  Trust — 
statutory  trust,  39 ;  shares  of  bene- 
ficial interest,  50;  public  utility 
trust,  107;  directory,  257 

Preferred  stocks — public  offerings, 
6;  capitalization  ratio,  39-43; 
terms,  48-51 ;  restrictions,  60-61 ; 
convertibility,  61 ;  analytical  tests, 
213-216;  institutional  investors, 
223-224 
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Prentice-Hall,  Inc. — on  inheritance 
taxes,  187 

Price — record,  14-15;  relation  to 
security  markets,  43-44,  84-85,  211 ; 
contractual  trust  shares,  83-84, 
211;  unit  share  trusts,  88-89;  quo- 
tations, 208-210;  fluctuations,  210- 
211;  valuation  of  investment  trust 
securities,  215-216,  219-222 

Principals — transactions  by  directors 
as,  153-154 

Private  individuals — in  control  of 
investment  trusts,  26-27 

Professional  investment  trust  man- 
agers— control  small  but  relatively 
important  group  of  investment 
trusts,  26-27 

Profit — on  new  issues,  11;  to  inves- 
tors in  investment  trusts,  14-16, 
17;  effect  of  capitalization  ratio, 
39-41 ;  shares  reserv^ed  to  manage- 
ment, 53-55,  76-77;  source  of 
earnings,  138-139;  results  in  1927, 
139-140;  relation  to  dividend  poli- 
cies and  reserves,  157-163;  finan- 
cial statements,  169,  171-173;  taxa- 
tion, 179-186;  sharing  with  dealers, 
206-207;  tabulation,  380-383 

Promotion — speculative  competition, 
11;  resignation  problem,  17; 
launching  an  investment  trust, 
194-197;  building  an  organization, 
197-203;  merchandising,  203-207; 
advertising,  205-206;  handling 
transactions,  207-208;  maintaining 
a  market,  208-211 

Property  t  a  x  e  s — on  investment 
trusts,  193 

Provident  Trustee  Foundation,  Inc.. 
— contractual  trust,  69;  common 
stock  trust,  97;  directory,  257 

Prudential  Funding  Corp.  of  Amer- 
ica— directory,  257 

Prudential  Investment  Corp. — direc- 
tory, 259 

Pseudo-inve.stment  trusts — descrip- 
tion, 21-22 

Public  regulation — would  accelerate 
incorporation,    24;     reports     and 


resolutions  of  Investment  Bankers 
Association  of  America,  227-229; 
proposed  legislation  in  New  York, 
229-231;  state  regulation,  232-236; 
Federal  legislation,  236;  case  for 
pubhc  supervision,  237-238 

Public  Service  Trust  Shares,  Series 
A — see  International  Capital  Corp. 

Public  utilities — holding  and  man- 
agement companies,  5,  21 

Public  Utility  Investing  Corp. — 
early  investment  trust,  4;  direc- 
tory, 257;  tabulation  of  resources, 
etc.,  381-383 

Public  utility  trusts — reflection  of 
American  psychology,  9;  defini- 
tion, 33;  theory,  107;  dangers  of 
speciaHzation,  108-109 ;  derive  pro- 
portionately more  income  from 
profits,  140;  management  problem 
simplified,  200;  effect  upon  se- 
curity markets,  248-250 

Publicity — accounting,  172-177 

Purchasing  power — argument  ad- 
vanced by  common  stock  trusts, 
100 

Quotations — by  New  York  Times, 
7;  specimen,  208-210 

Radio — use  by  investment  trust,  206 

Rail  trusts — among  single  industry 
trusts,  33 

Railway  Equities  Corp. — directory, 
257 

Railway  &  Light  Securities  Co. — 
early  investment  trust,  4-5;  statu- 
tory trust,  39;  public  utility  trust, 
107;  directory,  257;  tabulation  of 
resources,  etc.,  382-383 

Real  estate — investment  trust  deal- 
ings in,  5,  93;  speculative  compe- 
tition, 11 

Redemption — contractual  trust  cer- 
tificates, 78;  unit  share  trusts,  88- 
90;  effect  on  market  for  contrac- 
tual trust  shares,  211 

Registration — contractual  trust  cer- 
tificates, 79,  184,  190-191 
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Regulation — would  accelerate  incor- 
poration, 24;  reports  and  resolu- 
tions of  Investment  Bankers  Asso- 
ciation of  America,  227-229;  pro- 
posed legislation  in  New  York, 
229-231;  state  regulation,  232-236; 
Federal  legislation,  236;  case  for 
public  supervision,  237-238;  from 
within,  238-239 

Regulations  69 — bearing  on  contrac- 
tual trusts,  71 

Reports — typical  statements,  168- 
171;  publicity,  172-177;  window 
dressing,  178;  specimen,  362-379 

Republic  Investing  Corp. — direc- 
tory, 257 

Reserves — unit  share  trust  without 
reserve  does  not  pay  voluntary 
assessments,  135;  interest  on  re- 
serve fund,  149;  policies,  160-163 

Resources — British  investment 
trusts,  3;  American  investment 
trusts,  6,  17,  34-35;  tabulation, 
380-383 

Restrictions — basis  for  classification, 
36-37 ;  underwriting,  66-67 ;  issuing, 
59-61,  82-83;  loans,  62-63,  75-76; 
investment,  123-135 

Retailing — system  for  distributing 
securities,  10-11;  lack  of  skill  a 
cause  for  liquidation,  17;  sales  by 
depositor,  72;  organization,  197, 
200 

Review  of  Economic  Statistics — 
bibliography,  387 

Reynolds  Investing  Co.,  Inc. — direc- 
tory, 257 

Rhode  Island — no  tax  on  nonresi- 
dent decedents,  188 

Rights — issued  by  statutory  trusts, 
63;  sale  by  trustee,  75;  increase 
yield  from  stocks,  97-98;  disposi- 
tion in  unit  share  trusts,  134-135; 
relation  to  dividend  policies,  159- 
160;  reserve  for,  161;  taxation, 
180-181 

Rigid  trusts — definition,  36;  theory, 
124-126;  as  unit  share  trusts,  134; 
imbed    profits,    139;    no    manage- 


ment fee,  149;  tru.stee's  compen.sa- 
tion,  153;  management  resolved 
into  custodianship,  200;  effect 
upon  security  markets,  248-250 

Ripley  (W.  Z.) — on  financial  affilia- 
tions of  investment  trusts,  26 

Robinson  (Leland  R.) — on  discre- 
tionary trusts,  123-124;  excerpts 
from  Bankers  Magazine,  144-145; 
bibliography,  387 

Sales — lack  of  skill  a  cause  for  liqui- 
dation, 17;  by  depositor,  72;  by 
trustee,  74-75;  investment  restric- 
tions requiring,  132-133;  organiza- 
tion, 197,  200-203 

Saturation  point — for  investment 
trusts,  240-241 

Saturday  Evening  Post; — excerpts, 
116-117 

Savings  banks — similarity  to  invest- 
ment trusts,  21 ;  institutional  in- 
vestors,  222,   223 

Scale  buying  and  selling — technique, 
144-146 

Schroder  (J.  Henry)  Banking  Corp. 
— affiliations,  251 

Scottish  Investment  Co. — directory, 
257 

Scottish  investment  trusts — history, 
1-4;  dissimilarity  to  American  in- 
vestment trusts,  7;  experience 
points  to  permanency  of  move- 
ment, 18 

Scudder,  Stevens  &  Clark — profes- 
sional managers,  27 

Second  Financial  Investing  Corp. — 
statutory  trust,  39;  general  trust, 
94;  investment  restrictions,  129; 
price  quotation,  209;  directory, 
257. 

Second  International  Securities  Corp. 
— price  record,  14;  relations  with 
American  Founders  Trust,  27,  136, 
198;  average  investor's  holding, 
30;  invested  capital  (N.  Y.  At- 
torn ej'-General's  report),  36;  stat- 
utory trust,  39;  Class  A  and  B 
stocks,   50-51 ;    charge   for   raising 
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capital,  65;  underwriting,  66;  gen- 
eral trust,  94;  portfolio  analysis, 
107,  110,  121;  research  (American 
Founders  Trust),  112-113;  invest- 
ment restrictions,  128-131 ;  super- 
vision delegated,  136-137;  turn- 
over, 139;  earnings,  140;  tech- 
nique, 144-145;  management  fee, 
148;  custody  of  portfolio,  150;  ad- 
ministrative expense,  152-153;  in- 
terested directors  barred  from  vot- 
ing, 154;  valuation,  164;  organiza- 
tion, 199;  distribution,  202;  price 
quotations,  209;  ratio  of  price  to 
earnings,  219;  directory,  257; 
charter  and  by-laws,  260-289 ;  tab- 
ulation of  resources,  etc.,  381-383 

Second  Investment  Fund— .?ee  Se- 
curity Management  Co.  (N.  Y.) 

Securities  Co.  of  New  Hampshire — 
early  investment  trust,  4;  direc- 
tory, 257 

Securities  Fund — early  investment 
trust,  4;  contractual  trust,  69;  di- 
rectory, 257 

Securities  Trading  &  Holding  Corp. 
— directory,  259 

Security  dealers — post-war  problems, 
10-11 ;  relations  with  investment 
trusts,  203-208 

Security  Investment  Trust,  Inc. — di- 
rectory, 257 

Security  Management  Co.  (N.  Y.) — 
average  investor's  holding,  30;  in- 
vested capital  (N.  Y.  Attorney- 
General's  report),  36;  contractual 
trusts,  69;  Class  A  and  Class  B 
shares,  75,  77;  restrictions,  75-76, 
82-83;  redemption,  78;  general 
trusts,  94;  portfolio  analysis,  122; 
earnings,  140;  management  fee, 
148;  financial  statements,  170- 
171 ;  directory,  257 ;  annual  report, 
372-378;  tabulation  of  resources, 
etc.,  381-383 

Security  Management  Co.  (Milwau- 
kee)— directory,  257 

Security  markets — investment  trusts 
a  reflection  of,  8-10;  effect  of  de- 


cline on  asset  value  of  securities, 
43-44,  84-85;  policy  with  respect 
to,  142-143,  194;  effect  of  invest- 
ment trusts  on,  248-250 

Security  National  Bond  Trust  Fund 
— directory,  257 

Security  Shares,  Inc. — directory,  257 

Selected  Securities  Trust — directory, 
259 

Selling  groups — organized  by  invest- 
ment trusts,  206-208;  discounts  to 
investment  trusts,  242 

Serial  issue — investment  trust  se- 
curities, 47,  50 

Shawmut  Association — s  tatutory 
trust,  39;  shares  partly  paid,  52; 
general  trust,  94;  directory,  257 

Shawmut  Bank  Investment  Trust — 
invested  capital  (N.  Y.  Attorney- 
General's  report),  36;  statutory 
trust,  39;  how  financed,  59;  no  re- 
strictions, 60,  62,  126;  general 
trust,  94;  statistical  facilities,  199; 
price  quotations,  209;  comparative 
table  (U.  S.  Investor),  221,  222; 
directory,  257;  tabulation  of  re- 
sources, etc.,  382-383 

Shea  (Timothy  J.)— bibliography, 
387 

Short  sales — no  part  of  business  of 
investment  trust,  155-156 

Single  industry  trusts — reflection  of 
American  psychology,  9;  defini- 
tion, 33;  relative  importance,  34- 
35;  public  utility  trusts,  107;  avia- 
tion trusts,  107-108;  chain  store 
trusts,  107-108;  oil  trusts,  107-108; 
dangers  of  extreme  specialization, 
108-109 ;  derive  proportionately 
more  income  from  profits,  140; 
management  problem  simplified, 
200;  effect  upon  security  markets, 
248-250 

Sinking  fund — investment  trust 
bonds,  47 

Smith  (Edgar  L.)— re.search  on  com- 
mon stocks,  97-100;  bibliography, 
387,  389 
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Smith  (James  G.) — bibliography, 
387 

Southern  Bankers  Securities  Corp. — 
directory,  257 

Southern  Securities  Investment 
Trust — directory,  257 

Speaker  (Lawrence  M.) — conclusion 
as  to  probability  of  investment 
trust  growth,  5;  bibliography,  387 

Specialized  Shares  Corp. — directory, 
257 

Specializing  trusts — definition,  33; 
relative  importance,  34-35;  theory, 
95-96;  common  stock  trusts,  96- 
102;  bond  trusts,  102;  financial 
stock  trusts,  103-107;  single  indus- 
try trusts,  107-109;  dangers  of  ex- 
treme specialization,  108-109;  de- 
rive proportionately  more  income 
from  profits,  140;  management 
problem  simplified,  200;  effect 
upon  security  markets,  248-250 

Speculation — forerunner  of  Baring 
crisis,  4;  competition  with  invest- 
ment markets,  11 ;  no  part  of  busi- 
ness of  investment  trusts,  155-156; 
counteracted  by  investment  trusts, 
245 

Split-ups — affect  price  record  of  in- 
vestment trusts,  15 

Standard  Collateral  Shares  Corp. — 
directory,  257 

Standard  International  Securities 
Corp.  —  investment  restrictions, 
129-130;  management  fee,  148; 
directory,  257 

Standard  Investing  Corp. — invested 
capital  (N.  Y.  Attorney-General's 
report),  36;  statutory  trust,  39; 
how  financed,  59;  preferred  stock, 
61;  charge  for  raising  capital,  65; 
general  trust,  94;  no  investment 
restrictions,  126;  statistical  facili- 
ties, 199;  price  quotation,  210; 
comparative  table  (U.  S.  In- 
vestor), 221;  directory,  257;  an- 
nual report,  362-372;  tabulation 
of  resources,  etc.,  382-383 


Standard  Oil  of  New  Jersey — inter- 
national diversification,  114 

Standard  Oilshares,  Inc. — directory, 
258 

Stanford  University  —  bibliography, 
387 

State  Street  Investment  Corp. — di- 
rectory, 258;  tabulation  of  re- 
sources, etc.,  382-383 

State  Street  Trust  Co. — trustee  for 
Massachusetts  Investors  Trust, 
149 

Statistical  facilities — i  n  vestment 
trusts  concentrating  on  American 
securities,  114;  building  an  organ- 
ization, 198-200 

Statutory  trusts — definition,  31-32; 
relative  importance,  34-35;  partial 
list,  38-39;  capitalization  ratio,  39- 
43;  effect  of  general  market  de- 
cline, 43-44;  terms  of  security 
issues,  44-52;  stock  ownership  by 
management,  52-55;  illustrations 
of  financing,  55-59;  issuing  restric- 
tions, 59-62;  loan  restrictions, 
62-63;  intermittent  issue,  63-64; 
charge  for  raising  capital,  64-65; 
underwriting,  65-67;  general  trusts 
as,  95;  financial  statements,  168- 
170;  taxation,  179-181,  185-186, 
186-188,  192-193;  promotion,  195- 
197,  210-211;  valuation  of  com- 
mon stock,  219-222;  charters  and 
by-laws,  260-307 

Sterling  Securities  Corp. — statutory 
trust,  39;  charge  for  raising  cap- 
ital, 65;  general  trust,  94;  profit 
sharing,  206-207;  directory,-  258; 
charter  and  by-laws,  289-307 

Stock  dividends — affect  price  record 
of  investment  trusts,  15;  sale  by 
trustee,  75;  increase  yield  from 
stocks,  97-98;  disposition  in  unit 
share  trusts,  134-135;  relation  to 
dividend  policies,  159-160;  taxa- 
tion, 180 

Stock  exchange — competition  with 
investment  markets,  11;  member 
firms    affiliated    with    investment 
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trusts,  25;  listing,  29;  N.  Y.  Stock 
Exchange  on  investment  trusts, 
226-227;  volume  of  securities,  240 

Stock  tax — on  investment  trusts, 
193 

Stock  warrants — issued  with  deben- 
tures, 45-46;  issued  with  preferred 
stock,  49 

Stocks — public  offerings,  6-7;  re- 
semblance of  common  stocks  to 
contractual  trust  shares,  34;  cap- 
italization ratio,  39-44;  issue  with 
senior  securities,  45-47,  49 ;  terms, 
48-52;  issued  to  managers,  53- 
55,  61;  restrictions,  60-61;  con- 
vertibility, 61;  most  popular 
stocks,  100-102 ;  liability,  161 ;  tax- 
ation, 179-180,  186-188;  analytical 
tests,  212-216;  valuation,  219-222; 
institutional  investors,  223-225 ; 
popularization  by  inv  fitment 
trusts,  247 

Strict  trust — contractual  trust  as,  69- 
71 ;  inheritance  taxes,  189-190 

Stuyvesant  Bond  &  Share  Corp.— 
portfolio  analysis,  122;  directory, 
258 

Stuyvesant  National  Co.,  Inc. — 
financial  stock  trust,  103;  direc- 
tory, 258 

Subscription  rights — issued  by  statu- 
tory trusts,  63;  sale  by  trustee,  75; 
increase  yield  from  stocks,  97-98; 
disposition  in  unit  share  trusts, 
134-135;  relation  to  dividend 
policies,  159-160;  reserve  for,  161; 
taxation,  180-181 

Superinvestment  trusts — idea  ad- 
vanced for  local  investors,  106 

Supervision — may  be  delegated,  136; 
problems,  138-146;  custody,  149- 
150;  organization,  197-200 

Supreme  Court — interpretation  of 
trusts,  70-71 

Surplus — investment  trust  state- 
ments are  corroborative  evidence 
of  success,  15;  relation  to  dividend 
policies,    160-163;    typical    state- 


ment of  surplus,  170;  tabulation, 
380-383 

Surtax — appHcable  to  shareholders 
of  all  investment  trusts,  180;  re- 
turn of  capital  exempt,  182-184 

Swim  (H.  D.)— bibliography,  387 

Tabulation — resources,  etc.,  380-383 

Taxes — court  decisions  may  lead  to 
revision  in  classification,  71 ;  con- 
tingent liabihty,  161,  163;  Federal 
income  tax  on  statutory  trusts, 
179-181 ;  Federal  income  tax  on 
contractual  trusts,  181-185;  State 
income  taxes,  185-186;  Federal  es- 
tate tax,  186 ;  inheritance  taxes  on 
statutory  trusts,  186-188;  inherit- 
ance taxes  on  contractual  trusts, 
188-192;  concrete  case  showing  in- 
heritance tax  saving,  191-192;  mis- 
cellaneous taxes,  192-193 

Telegram  (New  York) — on  invest- 
ment trusts,  16-17 

Termination — contractual  trusts,  78- 
79 

Throckmorton  (W.  I.) — ^bibliog- 
raphy, 389 

Times  (New  York) — investment 
trust  quotations,  7;  on  investment 
trusts,  29 

Title— equitable  vs.  legal,  68-70; 
affects  inheritance  taxes  on  con- 
tractual trusts,  189-190 

Trade  Information  Bulletin — bibliog- 
raphy, 386,  387 

Trade  unions — investment  trusts 
for,  30-31 

Transfer — contractual  trust  certifi- 
cates, 79;  tax,  193 

Trans-Oceanic  Trust,  Ltd. — liaison 
with  United  States  &  British  In- 
ternational Co.,  Ltd.,  199 

Treasury  Department  —  interpreta- 
tion of  trusts,  70-71 

Trust — majority  of  investment  trusts 
have  no  trust  relationship,  2;  con- 
fusion with  Steel  Trust,  etc.,  2; 
common  law  trusts  as  contractual 
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trusts,  69-71;  taxation,  181-185, 
189-190 

Trust  agreements — contain  issuing 
restrictions,  60;  govern  certificates, 
72;  specimen,  308-361 

Trust  companies — entry  into  invest- 
ment trust  field,  10;  investment 
banking  affiliations,  25;  labor's 
trust  companies  a  precedent  for 
investment  trusts,  31 ;  in  con- 
tractual trusts,  69-75,  149-152, 
161,  163,  184-185,  186;  institu- 
tional investors,  222-224 

Trust  Companies — bibliography,  387 

Trustee — in  contractual  trusts,  69- 
75;  custody  of  portfolio,  149; 
compensation,  150-152 ;  assess- 
ments for  legal  expense,  161,  163; 
fiduciary  return,  184-185,  186 

Trustee  Standard  Oilsh  s — see 
Standard  Oilshares,  Inc. 

Tucker  (Rufus  S.) — research  on 
stock  prices,  112-113 

Tucker,  Anthony  &  Co. — underwrit- 
ers for  American  Founders  group, 
202 

Turnover— of  portfolios,  138-139 

Tyng  (F.  E.,  Jr.)— bibliograi  'ly,  387 

Underwriting — investment  trusts 
identified  with  underwriting  af- 
filiations, 25;  underwriting  by 
statutory  trusts,  65-67 

Unincorporated  investment  trusts — 
advantages  and  disadvantages,  23- 
24;  as  statutory  trusts,  31;  voting 
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